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THF GERMAN SYSTEM OF ARBITRATION’ 


INCE 1925 the German system of arbitration has been a 
S center of conflict. Welcomed immediately after the war as 
a fortunate addition to the devices which fended off chaos, 
it has become, since the stabilization of the mark, a favorite ob- 
ject of attack on the part of employers, and a matter for display 
of some uncertainty on the part of the government. Nor have the 
trade-unionists been sparing in their criticism. Yet it remains an 
essential part of the machinery for wage determination and col- 
lective bargaining. Under these circumstances it should be of in- 
terest to describe the system and its origins, to note the nature of 
the criticisms leveled at it, and to consider certain questions of 
principle which are involved. 


I 


Much of the evidence upon which employers base their denun- 
ciation of the arbitration plan has to do with the rise in wages 
since 1924. Prior to that time, during the inflation, the all-en- 
grossing task was that of keeping wages in some sort of relation 
to prices. The customary differential between the rates of skilled 
and unskilled had almost vanished, and average real wages were, 
in 1923, about 65 per cent of the 1913 level. Some trades suffered 
more than others. Skilled metal-workers, for example, were re- 
duced to one-third of their pre-war buying power and the un- 

* For the opportunity to gather the material on which this article is based I am 
indebted to the Social Science Research Council. 


I 
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skilled to one-half, while the chemical workers and certain groups 
of Ruhr miners suffered a 40 and 20 per cent reduction, respec- 
tively. After stabilization in November, 1923, conditions began 
to improve. In 1913 the average money wage, according to the 
collective agreements, was M. 29.66 a week. At the beginning of 
1924 it was M. 25.40 a week and at the end of 1929 M. 47.95.° 
Meantime, the working week had been shortened. It is difficult to 
secure an accurate basis for comparison of real wages, but a con- 
sidered opinion is that in 1929 average real wages were at the 
1913 level or slightly above it, skilled workers being somewhat 
worse off in this respect than the unskilled. In general it may be 
said that it is the remarkable rise in money wages since 1924— 
one of 86 per cent—that rivets the attention of employers. 

The critics of the arbitration system do not overlook other fac- 
tors in the wage situation, such as the increase in the volume of 
production, the relative increase in the supply of labor, and the 
growth in the power of the unions.* They maintain, rather, that 
such considerations confirm their view that wages have risen out 
of all proportion to the economic factors on which they should be 
based. They deny that the great increase in union membership, 
the spread of collective agreements, and their new legal standing 
can explain the movement of wages since 1924, apart from the 
aid furnished by the state. It is this element of state intervention 
that arouses the wrath of employers, who complain that at pres- 
ent politics and economics are one, and that whatever virtues 
collective bargaining may have are obscured by the evils of the 
arbitration system superimposed upon it. 

* Deutsche Sosialpolitik, 1918-1928; Frinnerungsschrift des Reichsarbeitsmin- 
isteriums (Berlin, 1929), p. 97. 

* The official statistics as to wage rates, based on the collective agreements, are 
open to objection as sources of detailed information, but they serve the present 
purpose, which is to give a rough idea of the degree to which wages have risen. 
The same justification applies to the averaging of skilled and unskilled rates to se- 
cure these figures. On January 1, 1930, the average rate for skilled workers was 
M. 54.10 per week, for unskilled workers, M. 41.80 (Wirtschaft und Statistik, X, 
No. 4, 147). In 1913 the figures were M. 35.02 and M. 24.31; on January 1, 1924, 
they were M. 27.76 and M. 23.05 (ibid., IV, 87, 118; X, 147). 

* For a brief discussion of these factors see J. W. Angell, The Recovery of Ger- 
many (New Haven, 1929), chap. viii. 
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In Germany the connection between arbitration and collective 
bargaining is very close. Elsewhere private industrial boards are 
often set up by collective agreement, but the public boards for 
conciliation usually have as a direct purpose the prevention and 
settlement of industrial disputes. In Germany, on the other hand, 
the public-arbitration authorities are officially regarded as the 
culmination of the system of collective bargaining—a final means 
of bringing agreements into being—while the maintenance of in- 
dustrial peace is secondary. At least this is the view held by the 
last minister of labor and the unionists,’ although its validity 
is denied by the employers. The state encourages the formation 
of voluntary boards and declares itself desirous of doing every- 
thing possible to encourage industrial self-government. Where 
this, however, breaks down, the official arbitration boards extend 
aid, not merely to settle the dispute, but to re-establish the col- 
lective basis for the regulation of industry.° 


II 


The industrial arbitration boards, which it is avowedly the ob- 
ject of the public bodies to supplement and not to supplant, ex- 
isted before the war in some of the handicraft trades—printing, 
woodworking, building, and tailoring—and in connection with 
the consumers’ co-operatives and the local sickness-insurance 
agencies, which had nation-wide agreements. Over the wider 
areas of industry they were unknown, since the necessary organ- 
ization of employers and workmen was lacking. During the war 
the extension of the authority of the state in settling industrial 
disputes was unfavorable to the activity of private boards, but 

* The term “unionist,” when used in this paper, refers to the members of the 
“free” or socialist unions, the most numerous and influential group. Their views 
are expressed in numerous articles in the Gewerkschafts-Zeitung and in Die Ar- 
beit, both published in Berlin by the Allgemeiner Deutscher Gewerkschaftsbund. 
For a recent official statement see the Jahrbuch, 1928, of the A.D.G.B., pp. 145-53. 
The periodical Der Arbeitgeber, published by the Vereinigung der Deutschen Ar- 
beitgeberverbande in Berlin, and the biennial reports of this association are the 
best sources of information as to the employers’ point of view. See especially Der 
Arbeitgeber, Vol. XTX, No. 3, Sondernummer, “Schlichtungsreform,” also Heft 
18 of the Schriften of the V.d.A. 

* See the statement by former Minister of Labor Wissell in Magazin der Wirt- 
schaft, January, 1929. 
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immediately afterward the voluntary system received an impetus 
from the rapid extension of collective bargaining. For a time the 
establishment of such private boards, with equal representation 
of employer and workers, seemed to the latter a significant con- 
cession, and the demand for them was quite general. But in spite 
of a considerable increase in their number they proved ineffec- 
tive. The activities of the public authorities were much more sig- 
nificant. Notwithstanding the fact that the law only allows dis- 
putes to be submitted to them when there is no private board in 
the trade or when the private board has failed to secure an agree- 
ment, the circumstances since 1918 have been such as to throw 
the private industrial bodies quite into the background. The un- 
certainty which the revolution introduced into industrial rela- 
tions was unfavorable to their growth. Besides this, the necessi- 
ties of the inflation period called for a speed and authoritative- 
ness in decisions on wage adjustments of which the voluntary 
boards were incapable. Even after the stabilization of the mark 
these advantages of public over private boards won for the for- 
mer support from employers who were at bottom hostile to state 
participation in wage relations. Many of them who had no expe- 
rience with collective bargaining and were adverse to free dis- 
cussion with their employees accepted the alternative of public 
intervention as a lesser evil. The workmen themselves generally 
had a bias in favor of appealing to the state. Moreover, the 
knowledge that the private proceedings need not necessarily be 
final encouraged the weaker party in the dispute to appeal its case 
to an official board. To meet this difficulty, recommendations 
have been made to alter the law so as to give the voluntary bodies 
reai priority.’ It has been suggested that if the voluntary pro- 
ceedings fail, appeal to an official board be permitted only by con- 
sent of all parties to the dispute, or when the public interest de- 
mands it. But these suggestions have not yet borne fruit. 

Prior to the war the mediatory activities of the state were very 
limited. According to the industrial court law of 1890-1901 and 
the law on mercantile courts of 1904, it was the duty of these 
courts to add to their regular tasks that of conciliation in indus- 


"Heinz Goldschmidt, Oberregierungsrat im Reichsarbeitsministerium, “Das 
Schlichtungswesen,” Reichsarbeitsblatt, Sonderheft No. 38, p. 87. 
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trial disputes when called upon to do so by the parties concerned. 
The same function might be exercised by the industrial corpora- 
tions (Jnnungen). But the success of the courts in settling dis- 
putes depended upon the personal abilities of the judges, who 
were seldom able conciliators,* and up to 1914 it remained the 
conviction of both workmen and employers that recourse must 
generally be had to strikes, or at least to the threat of strikes. 
Such special conciliation boards as existed, whether public or pri- 
vate, were used by both sides only in so far as it was possible to 
win a tactical advantage or influence public opinion thereby. In 
no case was there any idea of using the system as an aid to the 
setting-up of collective agreements, which were at this time pri- 
vate arrangements, legally unenforcible, and were, besides, lim- 
ited to the handwork trades. 

During the war the situation changed. In the first place, the 
state itself, as employer, entered into collective agreements with 
the unions and encouraged others to do so. In the Auxiliary Serv- 
ice Act of December 5, 1916, it took a further step and attacked 
directly the question of the regulation of conditions of labor. 
Conciliation committees, 268 in number, were set up, usually 
under the direction of a military officer, with the aid of represen- 
tatives of employers and of workers. These were designed to deal 
with industrial difficulties due to the operation of the Act itself, 
and also with any other such disputes as might arise. Although 
they had no great power, and although their decisions were en- 
forced by the aid of military rather than legal force, they may 
justly be regarded as the first conscious expression of a state 
wage policy.’ From another point of view they appear as a form 
of transition from the official organs for voluntary conciliation 
of pre-war days to the similar bodies of a semi-obligatory char- 
acter which were to follow. They were the first authorities set up 
in Germany for the primary purpose of industrial arbitration. 
By their aid a great many serious disputes were settled and the 
collective regulation of labor conditions materially advanced. 
Their power over employers was due largely to the right of the 

*Theodor Cassau, Die Gewerkschaftsbewegung (Halberstadt, 1925), pp. 


197-98. 
* Deutsche Sozialpolitik, 1918-1928, p. 74. 
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military authorities to issue the “change of work certificate” 
(Abkehrschein) to any employee whose employer proved dila- 
tory in observing the standards set by the arbitration boards. 

After the war a strong tendency toward official wage regulation 
set in, owing to the feeling on the part of the employers and the 
general public that chaos would result if the situation were left to 
the free play of economic forces. The demands of the ill-paid un- 
skilled and semiskilled workers were so considerable, the impa- 
tience over the rise in prices and the fluctuation in the cost of liv- 
ing was so great, that any check the workers could be induced to 
accept seemed welcome. The union leaders themselves were at 
their wits’ ends because of the magnitude of the tasks imposed 
upon them by the demands of the undisciplined and penniless 
hordes that clamored to become members, when it seemed, on 
the outbreak of the revolution, that the unions were to become 
the seat of political power. They welcomed a semineutral body 
upon which to throw a part of the responsibility. In view of the 
ineffectiveness of the voluntary boards there was much activity 
on the part of the state, which the difficulties of the inflation in- 
creased still further. Only after stabilization were voices raised, 
which have now swelled into a chorus, asserting that the system 
of arbitration is an unwarranted check upon economic freedom, 
an expedient which, while possibly defensible in abnormal times, 
ought not to be retained in a rehabilitated Germany. 

The first administrative regulations after the revolution, fol- 
lowing that agreement between employers’ and workers’ organi- 
zations of November, 1918, which has been called the Magna 
Charta of German labor, laid the framework of the new indus- 
trial order. On December 23, 1018, it was prescribed that hence- 
forth collective agreements should be legalized, that shop com- 
mittees of workers should be set up, and that new conciliation 
boards should extend the mediatory activity of the state. It 
should be noted, however, that although the newly formed Min- 
istry of Labor, as well as the demobilization officers, were em- 
powered to act as conciliators under certain circumstances, their 
decisions were given no binding authority. Such authority was 
only granted in 1919 and 1920 when the regulations as to the hir- 
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ing and dismissal of workers and clerks were issued. At this time 
the right of the state directly to interfere was affirmed in the 
powers given each commissar of demobilization to renew, under 
his chairmanship, sittings of unsuccessful conciliation boards, 
and, in the event of continued failure to agree, to issue a decision 
which, if not accepted voluntarily, he would declare binding. Out 
of this came the so-called compulsory collective agreement 
(Zwangstarifvertrag), which was confirmed as valid by the Su- 
preme Court in 1922. 

The plans for the establishment of an arbitration system which 
were discussed prior to the adoption of the regulations of October 
30, 1923, the basis of the present arbitration procedure, were 
very elaborate. Luckily, the need for economy was at that time 
so great, and the desire for simplification of administrative pro- 
cedure so powerful, that a simple system was adopted. It envis- 
aged an arrangement which should cost as little as possible, since 
all employer and employee representatives were to be unpaid, 
only the impartial chairman receiving a salary. It should also be 
adaptable to the varying geographic and industrial needs of the 
different sections. It should stress the crucial significance of per- 
sonality in conciliation, by requiring the boards, in each case, to 
be built around the impartial chairman, who, theretofore, had 
often been dispensed with at the will of the industrial members of 
the board. The same end was to be served by placing great 
powers in the hands of the conciliation officers, the second rank 
in authority, above the boards. And, finally, the system should 
embody the principle laid down in article 165 of the Constitution, 
that employers and their employees are entitled to equal rights 
and treatment, by requiring that representatives of both, in equal 
numbers, should sit upon the boards. 

It is worthy of note that the new system freed the arbitration 
authorities from what would have been a crushing burden of 
work, by sharply distinguishing between disputes arising out of 
the application of the terms of an agreement to a particular case 
(richten) , and those arising out of inability of two parties to agree 
over the terms of a proposed agreement (schlichten). The com- 
petence of the arbitration boards was limited to the latter class of 
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cases; those of the former sort were the business of the labor 
courts. It is the function of the arbitration board to initiate or re- 
new an agreement, not to settle disputes. The issue in contro- 
versy arose from the provision of the regulations that a decision 
of the board could be declared binding even if rejected by one or 
both parties to the dispute, provided that the settlement made by 
the decision was equitable, due regard being paid to the interests 
of both parties, and that its enforcement was necessary on social 
or economic grounds. 

The present arbitration authorities are the one hundred and 
three conciliation committees (Schlichtungsausschiisse) appoint- 
ed by the states to cover specified areas, the sixteen conciliation 
officers (Schlichter) appointed by the minister of labor of the 
central government as permanent officials for given industrial 
districts, to whom should be added the special officers appointed 
for particular cases, and, finally, the minister of labor himself, 
who exercises general oversight, lays down general principles, 
and acts as a court of last resort in certain exceptional cases. At 
the present time the procedure is as follows: 

When a dispute arises as to the terms of a proposed collective 
agreement, recourse is first had to the voluntary board, if such 
exists, which was maintained under the terms of the previous 
agreement. If a settlement is reached here, well and good. If not, 
or if there is no such board to which to appeal, the matter may go, 
on petition of one or of both of the parties to the dispute, to the 
statutory conciliation committee set up for the district. Or, if the 
dispute involves issues of sufficient importance, the committee 
may open hearings on its own initiative. It should be noted that 
under the German plan there is no compulsion to refer the ques- 
tion to the committee. Of course, if one party appeals, the other 
is under the necessity of appearing and presenting its case, unless 
it is willing that a decision shall be given without its own side hav- 
ing been heard. And if the committee itself initiates hearings, 
both parties are subject to this necessity. But this is to be distin- 
guished from the compulsory investigation provisions of the so- 
called Canadian system. 

The conciliation committee is made up of one or more impar- 
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tial chairmen, nominated by the state minister of labor, with the 
advice of the employers’ and workers’ associations, and of a num- 
ber of representatives of these two groups, appointed by the same 
personage, on nomination of the associations. When a case comes 
up it goes first before the impartial chairman, who does his best 
to secure a settlement. If he fails he calls in two employer and 
two employee representatives on the committee and forms a 
board (Schlichtungskammer ). The case is heard and again every 
effort is made to bring the parties to agreement. Discussion is un- 
limited, save that it must be carried on by industrial representa- 
tives of the two groups—not by lawyers. If noagreement is forth- 
coming, the board determines upon a decision (Schiedsspruch), 
with reference to which every member must vote. A simple ma- 
jority of the five votes suffices. Prior to the decision of the Su- 
preme Court of January 22, 1929, it had come about that at times 
the chairman gave a decision without the concurrence of other 
members to form a majority—sometimes on his own unsupported 
authority. This practice has now been declared invalid. 

The decision of the board is, legally speaking, simply a pro- 
posal that the collective agreement under consideration shall run 
in given terms with regard to the point under dispute. The parties 
to the discussion may accept or reject it. If both accept, it be- 
comes a collective agreement and as such has legal force, that is, 
nonobservance may be made the basis for legal action. If it is ac- 
cepted by only one party, it has no validity unless, as in excep- 
tional cases, it is declared binding on the other party despite his 
opposition, which comes about in this way: On motion of the 
party accepting the decision or, rarely, on motion of the board it- 
self, the matter in dispute goes before the permanent conciliation 
officer for the district. He tries anew to bring the contending par- 
ties to voluntary agreement. If he fails, and if he considers that 
the terms of the decision are equitable and that social necessity 
demands a settlement, he may declare the decision binding. 

In cases of great public importance a dispute may go directly 
before a conciliation officer, on appeal of one of the disputants, or 
on the initiative of the officer himself or of the minister of labor 
in Berlin, who may appoint a special officer for the case. Under 
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these conditions the procedure is much the same as with the im- 
partial chairman, save that the decision, if supported by a major- 
ity of the board, may be declared binding only by the minister of 
labor of the Reich. Here the public welfare is the primary con- 
sideration, and the assumption on which the regulations are based 
is that such compulsion shall be rarely exerted. Whether this is 
the case or not is the subject of heated controversy.*° 


Ill 


Such are the essentials of the arbitration system. To what ex- 
tent is it used? What are its economic effects? Here the difficulty 
arises that the official statistics on arbitration are given in terms 
of number of cases dealt with rather than in terms of their eco- 
nomic significance. A dispute like that in the iron and steel in- 
dustry of the Northwest in 1928, involving two hundred and 
thirty thousand men, counts for no more than one involving a 
few hundred.” The records of the employers’ and workers’ asso- 
ciations, on the other hand, are incomplete and subject to bias. 

The number of cases coming before the arbitration authorities 
varies with the state of trade, but at all times has been large. 
From 1924 to 1928 it would seem that perhaps half of the wage 
movements of the socialist unions took this course—in any case, 
a very considerable proportion.’* Analysis of the statistics for 

* Dr. August Léhr’s Die Entwicklung des Schlichtungswesens gives more de- 
tail on the subject than is here permissible. Dr. Riidiger Hénigschmidt-Grossich’s 


Zwangsschiedsspruch und Schlichtungswesen is a highly critical analysis. The two 
appear as Heft 10 of Miinchener Volkswirtschaftliche Studien (N.F.; Jena, 1929). 

* In the statistics for 1928 the numbers of workmen are given only with refer- 
ence to the initiation of proceedings. The numbers of those affected by decisions 
are still lacking, likewise all reference to the branches of industry and the associa- 
tions concerned. 

* This statement rests upon the statistics of the A.D.G.B., according to which 
the number of wage movements in each year from 1924 to 1928 was 33,855, 26,958, 
8,044, 14,367, and 12,288 (Jahrbuch, 1928, p. 179). The official arbitration statis- 
tics total the cases brought before the authorities during the same years as follows: 
18,500, 13,418, 5,043, 8,436, and 8,037. The last would include movements of the 
Hirsch-Duncker and Christian unions, but it is likely that the socialist bodies were 
associated with by far the greater number. In the 8,037 cases in 1928 some 15,- 
233,000 persons were concerned. Doubtless there is here some duplication. The 
persons figuring in the socialist wage movements in 1928 numbered 11,537,000 
( Reichsarbeitsblatt, I1, No. 3 [1930], 43). 
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1928—the last year for which data are available—gives an idea 
as to the situation; since 1924 the proportions of cases in the va- 
rious categories have not varied greatly.* In 1928, 7,548 cases 
came before the conciliation committees, 381 before the perma- 
nent conciliation officers, and 108 before officers specially ap- 
pointed. In view of the emphasis placed upon the function of the 
impartial chairmen and officers as mediators rather than judges, 
it is interesting to note that of the total of 8,037 cases, 2,458 were 
settled by agreement without the necessity for a decision. Of the 
6,149 cases which actually came before a board 4,666 resulted in 
the handing-down of a decision. In 1,713 instances the decision 
was accepted by both parties to the dispute; in 2,547 it was not. 
Of the rejections, 1,694 were at the hands of employers, 632 at 
those of employees, and 299 at the hands of both parties. During 
the period 1924-28 as a whole, about 25 per cent of the cases were 
settled during preliminary discussions and ro per cent more dur- 
ing discussions before boards, while in some 60 per cent of the 
total number of cases a decision was necessary, to be accepted or 
rejected by the parties concerned. 

By far the greater number of cases—about 85 per cent as a 
rule—are brought before the authorities on motion of the work- 
men, 10-12 per cent only coming on petition from employers.** 
To this fact the latter point as evidence of their contention that 
the arbitration system is biased in favor of the workmen, a view 
which they hold to be further confirmed by the fact that more 
than half of the cases have to do with questions of wages. These 
points, however, they do not stress, since employers admit no hos- 
tility to the process of arbitration as such; indeed, they claim to 
be much in favor of it. They criticize the relation of the public 
boards to those set up in industry, claiming that too many cases 
come before the former and too few before the latter. They have 
expressed grave dissatisfaction at the choice of the arbitration 
officers in particular cases. They declare themselves unalterably 

* Reichsarbeitsblatt, II, No. 3 (1930), 42-47. 


“In 1928, of the 8,037 cases 952 came before the authorities on proposal of the 
employers, 6,793 on proposal of employees, and 150 by joint proposal. In 142 
cases action was initiated by the board or conciliation officer (ibid., p. 43). 
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opposed to the practice sometimes followed, of demanding from 
employers detailed information as to costs in their business, as- 
serting that this is an improper invasion of private rights. They 
even accuse the arbitration authorities of interfering deliberately 
in wage disputes at times when the unions are about to give way, 
thus placing the employers at great disadvantage. And they de- 
nounce the practice, followed in 68 cases in 1928, of repeating 
arbitration proceedings before another officer or board after a 
first attempt at adjustment has failed. But in the main these are 
questions of detail. The abolition or serious modification of the 
arbitration system itself is at present not an issue. 

The real issue at the present time arises with the next stage of 
the proceedings, which has to do with the compulsory award. In 
1928, the decision of the board having been rejected in 2,547 in- 
stances, there were 1,814 petitions for a compulsory award— 
22.5 per cent of the total number of cases—some 158 being cases 
before the minister of labor and the rest before the conciliation 
officers. In go1 cases agreement was brought about without the 
necessity of an award—a 5 per cent increase over the average for 
the years 1924-28. In 479 cases the petition was denied; in 434 
it was granted. This was 5.4 per cent of the total number of cases 
brought before the boards and officers for consideration and 
23.93 per cent of the petitions for compulsion considered—slight- 
ly lower proportions than the averages for 1924-28. Such is the 
basis for the assertion of the Ministry of Labor that only an in- 
appreciable number of cases are settled by fiat of the state and 
that most of the work of the authorities is in the field of concilia- 
tion. It is echoed in the assertion of the unionists that, as a rule, 
six-sevenths of the cases brought before the authorities are set- 
tled without a request for compulsion and that of such requests 
more than half lead to voluntary agreement.** 

The employers, however, deny the validity of such conclu- 

*AD.G.B., Jahrbuch, 1927, pp. 117-18. The unions admit that conclusions 
based on number of cases are of little value since it is precisely the wage move- 
ments that are most extensive that are likely to be carried to the extreme of set- 
tlement by compulsory award. The A.D.G.B. has tried to get reports from its 


constituent bodies on these matters, but only a few unions have responded. For 
such results as were forthcoming see ibid., pp. 118-20. 
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sions. Their central association has for some years collected 
statistics regarding the five and one-half million employees of 
its members, dispersed in the large-scale industries of the nation 
and forming, it asserts, a thoroughly representative sample. It 
has tried to do this in such a way as to illuminate the dark areas 
left by the official statistics, especially as regards number of 
workmen affected and the nature of the settlements. On its find- 
ing not only is the number of significant agreements arrived at 
without arbitration small, but compulsory awards are of the 
very first significance since they affect especially the basic indus- 
tries. The Association flatly states that, from 1925 to 1929, over 
a third of the workmen covered by its statistics, in the industrial 
groups having definitive influence in the setting of the general 
wage level, had their wages determined by the authority of the 
state. Further, during certain typical periods of wage agitation 
in recent years, of the total additional wage bill arising from in- 
creases in the rate of payment, between 55 and 60 per cent was 
due to compulsory awards. Moreover, the increases granted 
under these awards were larger than the average of those secured 
otherwise. The conclusion of the employers is that in Germany 
wage determination has become a thoroughly artificial phe- 
nomenon.*° 

By way of illustrating the misleading character of the offi- 
cial statistics stated in terms of number of cases, the Associa- 
tion declares that at certain representative periods (for example, 
June, 1928, and August, 1929), while only 11 and 10.2 per cent, 
respectively, of the collective agreements of its members then 
in force had been arrived at through a compulsory award, the 
percentages of workmen affected at these two dates by agree- 
ments thus arrived at were 34.4 and 34.5. Moreover, although 
of these agreements only 2.7 and 1.7 per cent had been reached 
in proceedings initiated by the authorities, the proportions of 
workers concerned were 17.4 and 14.2 per cent.” Prior to 1928, 
it is asserted, the latter percentages were still higher. 


* Vereinigung der Deutschen Arbeitgeberverbande, Geschaftsbericht, 1925- 
1926 (Berlin, 1927), p. 237; Bericht, 1927-1929 (Berlin, 1930), pp. 71-77, 307. 

™ Geschaftsbericht, 1925-1926, p. 235 and Anlage 17; Bericht, 1927-1929, p. 
306 and Anlage 36. 
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The employers support their contentions regarding the one- 
sidedness of the arbitration system by citing the circumstance 
that a majority of the petitions for compulsory award come from 
the workmen. They admit, however, that priority in this matter 
depends upon the state of business and that there have been 
times when the employers, in their desire to avoid strikes, have 
initiated more such petitions than the unions, if regard be had 
to the number of workers affected rather than to the number of 
agreements.** Their chief object of hostility is the wage policy 
of the state which, confessedly in favor of raises, at least in the 
years immediately after 1924 uses the compulsory award as a 
tool.’® They object to the close association between the Min- 
istry of Labor and the arbitration authorities, and assert that 
the former, the court of last instance in such matters, is moved 
by political considerations.” They insist that the state should 
have no wage policy at all and demand the abolition of the com- 
pulsory award as an institution paralyzing to the sense of social 
responsibility. By it, they assert, the relations between organ- 
izations of workmen and employers are poisoned and the basis 
for understanding destroyed. Union leaders can make demands 
so extreme as to be ridiculous, and thus secure with their fol- 
lowers credit for the utmost aggressiveness, at the same time 
passing all responsibility for the outcome ‘on to the state. Em- 
ployers, on the other hand, are forced in self-defense to be stub- 

* Bericht, 1927-1929, Pp. 307. 

” Deutsche Sozialpolitik, 1918-1928, pp. 108-9: “We are now able to assert 
that the German workers,—at least those of the lower and middle groups,—have 
attained their prewar buying power again, and to some extent have overstepped it. 
This result is to be ascribed in no small part to the wage policy of the state. Dur- 
ing the last ten years this policy has been based upon a conception of the necessity 
for collective agreements, and it has aimed steadfastly at making as large as possi- 
ble that share of the produce of industry which flows to the working classes. The 
Ministry of Labor and the conciliation officers have sought throughout to observe 
rigorously the bounds of the economically possible. As to whether they have suc- 
ceeded, there are wide differences of opinion.” 

” The political affiliations of the ministers of labor have been as follows: 
1918-19, Gustav Bauer, Social Democrat, member of the General Commission of 
the socialist trade-unions; 1919-20, Alex. Schlicke, Social Democrat, member of 


the metal-workers’ union; 1920-28, Dr. Heinrich Brauns, of the Catholic Cen- 
trum ; 1928-30, Rudolf Wissell, Social Democrat, member of the machinists’ union. 
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bornly unyielding. Thus the atmosphere of conciliation proper 
to true collective bargaining is quite destroyed. 

The general effects of the wage policy followed by the arbitra- 
tion authorities seem to the employers harmful to the economic 
interests of the nation. They complain that the necessary rela- 
tion between wages and the movements of the business cycle has 
been destroyed, with the result that costs are unduly high, do- 
mestic consumption limited, and production decreased. At a pe- 
riod when Germany is starved for capital, saving is reduced be- 
cause of the constant advance of wages at the expense of profits, 
without any reference to the movements of general indices of 
production. Worst of all is the effect upon foreign trade. The 
employers deplore the policy of the unions, seemingly supported 
by the Ministry of Labor, which has led to an artificial standard- 
ization of wages that ignores all local differences in costs. Every 
small adjustment becomes a wage movement; every local wage 
movement a national one. The result is to make negotiation diffi- 
cult, for employers have to oppose even justifiable advances, 
fearing that once a raise is recorded in one area or trade it will 
become the signal for a concerted effort all along the line. It is 
also argued that the artificially high level of wages and its in- 
sensitivity to the movements of business are directly responsible 
for the volume of unemployment and the burden of taxation and 
social insurance connected therewith. In this connection they 
have received much support from the writings of Professor 
Gustav Cassel.** 

The reforms suggested by the employers are of a varied na- 
ture, but common to them all is a demand for elimination of the 
compulsory award and for limitation of the arbitration system 
to its proper psychological field. They deny to the boards com- 
petence in fact-finding, and insist that their proper function is 
solely that of mediation. They believe that an economically ra- 
tional regulation of the conditions of labor can be attained only 
through free decision and the daily practice of responsibility on 
the part of the organizations concerned, aided, it may be, by the 


™ Soziale Praxis, Vol. XXXV (1926), No. 42. Note the subsequent discussion in 
Nos. 42-50. 
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good offices of the state. Admitting that the cost of faulty de- 
cisions on the part of arbitration boards may to some extent be 
counterbalanced by savings in cost of strikes, they maintain 
that this is negligible in view of the constant upward tendency 
of wages. 

If it be impossible at the present juncture to eliminate the 
compulsory award, the employers desire that its use should be 
safeguarded. Some suggest that the occasions upon which an 
award should be permitted shall be rigidly limited. Others de- 
mand that the Ministry of Economic Affairs shall be made of 
equal authority with the Ministry of Labor in such decisions. A 
third group would entirely withdraw this function from the 
labor office and intrust it to a neutral body. 

Union criticism of the employers’ demands is very outspoken. 
Their officials declare that they themselves have just cause for 
grievance against the state, which often interferes at times when 
unionists would prefer to fight. They too are unable to regard 
the compulsory award as an unmixed blessing, since it is all too 
often used, on motion of the employer, against them and since 
it lessens the interest of workmen in the unions and destroys the 
feeling of responsibility on the part of union negotiators. They 
insist that in so far as it is used, it should be only on motion of 
workers or of the state, as a means of protecting working-class 
standards.” In general, however, they describe their attitude as 
fundamentally different from that of the employers by reason of 
the fact that the real animus of the latter is not against the arbi- 
tration system but against collective bargaining, an attack upon 
which is disguised as hostility to arbitration. They maintain that 
the employers represented in the central association agreed to 
bargain collectively in 1918 only because of a fear of bolshevism, 
and that now, having lost that fear, they would prefer to repudi- 
ate the whole system set up since 1918, and have a trial of 
strength with the organized workmen. Unfortunately they can- 
not do this, as things are, without at the same time defying the 

™ Clemens Nérpel, “Zweck und Bedeutung des Schlichtungswesens,” Gewerk- 
schafts-Zeitung, XXXVIII (1928), No. 38, 595-97; ibid., No. 39, 611-14. Also 


Bruno Broecker, Die Arbeit, Vol. V (1928), a series of articles on the arbitration 
system. 
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state. As they hesitate to do this directly, they are seeking to get 
rid piecemeal of the restrictions imposed upon them. Their first 
attack is upon the arbitration system. The workers, on the other 
hand, being on the defensive, support the status quo as the best 
which they can at present hope to obtain. Although they are crit- 
ical of the arbitration regulations and would like certain changes, 
they are bound to defend the essentials of the system against all 
attack. It is precisely because the system does bring employers, 
perforce, to collective bargaining that the unions approve of it 
despite its defects, just as, for the same reason, the employers are 
against it. 

As regards the economic effects of the arbitration system, the 
unions contend that the increases in wages since 1924 have been 
no more than was proper in view of the starvation level to which 
workmen were reduced during the inflation. Moreover, since none 
of the fruits of the rationalization of recent years have fallen to 
the workers in the form of lower prices, wage advances receive 
additional justification. If insufficient capital is being saved— 
and for the capital equipment of the country the union leaders 
profess a real concern—means must be found of withdrawing it, 
not from wages, but from the increased profits consequent upon 
rationalization. Some of the most extreme raises in wages, which 
the employers quote as typical, the unions dismiss as cases in 
which the workman was either grievously underpaid in former 
times or has undergone such a change in the nature of his work 
that there can be no just comparison of the earlier with the later 
rates of pay. In general, the unions contend that the arbitration 
system has hampered them in their dealings with employers dur- 
ing periods of good business. During periods of depression, how- 
ever, its services in maintaining standards have been appre- 
ciable. 

It should be noted that the attitude of the unions on the rela- 
tion of wages to profits, savings, and international trade is not 
one of stubborn obscurantism, for they realize that these are 
things of the utmost importance to their membership. In their 
publications these subjects are treated at length. In the first 
place, it is maintained that wages should rise with the increase in 
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productivity of labor which, at the same time, makes possible 
increased saving. All efforts should be directed toward further 
increase in productivity. In the second place, wage increases 
which take place at the expense of luxury consumption are held 
to be a natural and proper shifting of buying power in favor of 
the workers. A third type of wage increase, that which proceeds 
at the expense of saving, is not so easily dealt with. Some deny 
its existence altogether and emphasize the “dynamic function” 
of wages in stimulating the creation of capital goods, assuming a 
coincident growth in the productivity of industry through ration- 
alization. Others maintain that it cannot today be said that sav- 
ing depends alone upon the volume of profits, and emphasize the 
increasingly important réle which the working class plays in this 
field. Granted that the direct savings of workers are small, the 
volume of indirect, collective savings of the working class, 
through the social-insurance institutions, the unions, the work- 
ers’ banks, and the co-operative associations, is of increasing 
significance. One writer states that nearly half of the capital 
formed in 1928 came from non-capitalistic sources.”* 

It is of interest that, as a counterblast to the pleas of the em- 
ployers for more saving, certain circles among the unionists have 
taken over and adapted to their situation what they call “the 
American theory of high wages,” e.g., the view made popular by 
Mr. Ford on the necessity for high wages as a stimulus to busi- 
ness. By this group much is made of the danger of “oversaving” 
and the recurrence of crises, together with the necessity for con- 
sumption on the part of those masses whose “cursed lack of 
wants” (verdammte Bediirfnislosigkeit) so roused the ire of 
Ferdinand Lassalle.™* 

IV 


In view of the lack of objective data covering the points at 
issue, any attempt at appraisal of the arbitration system must be 
postponed. On one point only is there any degree of unanimity— 


* Alfred Braunthal, “Kapitalbildung und Lohnhéhe,” Die Arbeit, VI (1929), 
No. 4, 212. 

™* Fritz Tarnow, Warum Arm Sein? (Berlin, 1929). See also his “Antwort an 
Cassel,” Soziale Praxis, Vol. XXXV (1926), No. 42; Karl Massar, Die volkswirt- 
schaftliche Funktion hiher Loéhne (Berlin, 1928) ; Jacob Marschak, “Hohe Léhne 
und die Volkswirtschaft,” Die Arbeit, IV (1927), No. 11, 725-50. 
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that in essaying to judge it one should distinguish between the 
post-war inflation period and that which followed the stabiliza- 
tion of the mark. There is general agreement that from 1919 to 
1923 the system justified its existence. In the economic and po- 
litical confusion of those years it was one of the means for 
avoidance of utter collapse. 

Another point which is clear is that a distinction must be made 
between the arbitration system as such and the device of the com- 
pulsory award. There is danger that the vigor of the controversy 
over the latter may obscure the merits of the former. Measured 
by tests applied to arbitration machinery in other lands, the ef- 
fectiveness of the German system would undoubtedly be greater 
if some means could be devised whereby the compulsory award 
might be dissociated from it. Quite apart from the controversy 
over its qualifications for fact-finding, there is abundant testi- 
mony to its achievements in the field of mediation and concilia- 
tion. It has shown itself capable of adaptation to varying needs 
of locality and occupation as well as of speed and decisiveness. 
The conciliation officers, permanent and special, with their 
knowledge and experience, have given excellent service in many 
cases of the first importance, while the activities of the impartial 
chairmen have demonstrated the wisdom of making this office 
the pivot of every board. If means can be found to stimulate the 
growth of the industrial boards, so that the official bodies can de- 
vote themselves to their proper functions, the skill of the latter 
will be found to be such as can be widely drawn upon. 

As to whether or not the system as a whole has influenced the 
wage-level unduly, it is difficult to form an opinion. Taking into 
account the low level from which wages started in 1923, it is by 
no means clear that the rapid rise since that time means that 
wages are now “too high.” Even though the employers’ contri- 
butions to social insurance payments be included, it is doubtful 
if real wages are much, if at all, above the 1913 level. The prime 
difficulty is that no one knows just how high wages really are.** 
In view of the difference between actual rates and those listed 

* Tn an effort to determine how far actual wages differ from those listed in the 
collective agreements, a series of official surveys have been made in various indus- 


tries, summaries of which are published from time to time in Wirtschaft und Sta- 
tistik, 
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in the agreements, the changes in the nature of the work per- 
formed and the varying rates of increase for different classes of 
laborers, one is compelled to give respectful consideration to the 
statement of the last minister of labor, Wissell, that at the end 
of 1928 wages had not been unduly advanced.” Since that time 
there have been indications that the movement upward has re- 
ceived a check.** In any case, it is the view of the Ministry of 
Labor that improper increases in wages cannot, as a general rule, 
be laid at the door of the arbitration system, which has con- 
sistently followed a policy of seeking to appraise the funda- 
mental forces governing wages and, in the light of knowledge so 
gained, of trying to standardize and stabilize wage movements, 
so that workers should not be the victims of temporary and in- 
calculable changes. 

The compulsory award, in contrast to the arbitration system 
of which it is a part, may be regarded as a development peculiar 
to post-revolutionary Germany. Altiough it is rooted in certain 
authoritarian tendencies known before the war, the changes con- 
tingent on the political overturn, especially the new relation of 
the state to the working class, provided the soil in which it has 
grown. Some very interesting questions of principle arise con- 
cerning it. In the first place it may be noted that it is one of the 
fundamental assumptions of the system that this, its compulsory 
aspect, shall be reduced to a minimum. Not only do boards not 
force themselves upon disputants, save in rare instances in which 
the public welfare is endangered, but it is essential to the working 
of the plan that the compulsory award shall be a rare occurrence. 
In the view of the Ministry of Labor, it is an act of necessity, 
arising out of the imperative need that the public shall be spared 
the effects of a strike or lockout in an industry vital to its welfare 
or so extensive as to endanger the orderly processes of national 
life. Disputes of this character, it is assumed, must be rare. 

* Sosialistische Monatshefte, XX XV (1929), No. 1, 5. 


* In 1929 the Westphalian metal-workers were unable to secure a small increase 
in wages from the arbitration authorities, and more recently certain classes of 
workers in the metal industry of the Northwest have been forced to accept reduc- 
tions so that employers might lower prices. The minister of labor has reserved the 
right to determine whether the lowering of prices has been carried out in the spirit 
of the award. 
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Now it is the contention of critics of the system, first, that it is 
impossible to know what strikes or lockouts should be forbidden 
in the public interest; and, second, that the conception of the 
Ministry of Labor as to what constitutes danger to the public 
has been such as to destroy the presupposition that such issues 
must be rare. With regard to the first point it is said that the 
mere extent of a dispute constitutes no basis for deciding that it 
should be forbidden, nor does the consideration as to whether 
the parties are amenable to pressure—whether the conflict is 
“avoidable” or not. It may well be for the public good that an 
industrial dispute in the mines or in other basic industries, with 
reference to which the arbitration authorities seem to feel par- 
ticularly justified in making compulsory awards, should not be 
postponed or avoided, no matter what its scope. Avoidance, with 
“peace,” may be disastrous; culmination of the dispute and 
settlement, even at the cost of temporary disturbance, may be 
salutary. In this view the only way of finding out what wages 
should be is, in the last resort, by a test of economic strength. 
Responsible leaders of employers and workmen do not let mat- 
ters drift to the point of a serious breach simply on grounds of 
caprice or stubbornness, but because of a real difference of view 
as to the possibilities offered by the labor market. The fact that 
the state can override this difference of judgment and enforce a 
decision by methods other than an appeal to the facts of the mar- 
ket is no good ground for asserting that it ought to do so. There 
is no way of knowing what strikes are “avoidable,” that is, un- 
necessary as a means of determining economically proper rates 
of payment. 

The second criticism, that crucial disputes are surprisingly nu- 
merous, seems, as a matter of fact, well founded. In 1924 the 
minister of labor, Dr. Brauns, issued instructions indicating that 
he thought the use of the compulsory award too common.” He 
stressed the need for determining whether a real social necessity 
existed and urged that the conciliation officers resist the demand 
of disputants for a compulsory settlement in order to throw upon 
the state the burden of decision. When Rudolf Wissell became 
minister of labor in 1928, he also let it be known that it was his 

* Reichsarbeitsblatt, I (1924), 107, 222. 
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opinion that such awards must become less frequent. Employers, 
however, declare that the vagueness of the idea “social neces- 
sity” is such that it is impossible to restrict properly the number 
of such decisions. 

Another fundamental assumption of the compulsory system 
is that the award shall take carefully into account the interests 
of both parties to the dispute and that it shall be a disinterested, 
objective attempt at a reasonable solution of the difficulty. Em- 
ployers contend that it is impossible for the judgment of the 
conciliation officer to be either scientific or objective. In the 
first place, he has no sources of information on the issue in dis- 
pute which are not open to the disputants. And his methods are 
by no means infallible. In the past, say the critics, decisions have 
hinged largely upon (1) changes in the cost of living, (2) wage 
changes in other localities or industries, and (3) considerations 
having to do with the general progressive movement of industry. 
To all of these as standards exception may be taken on theoret- 
ical or practical grounds. The most common procedure of all, it 
is asserted, is for the officer to strike a compromise—a course 
which, objectionable when demands are made in good faith, be- 
comes positively vicious when the disputants know beforehand 
that this will be done. Moreover, the claim to disinterestedness 
becomes almost ludicrous when the political relationships of the 
Ministry of Labor are considered. As applied to the compulsory 
award it must be admitted that these criticisms have force. 

It is sometimes objected by employers that the social peace 
which the compulsory award aims at is illusory, that although 
disputants may accept for a time the official ruling, there is no 
peace between them, but only a biding of time with a view to 
reversal. Unionists are quoted as saying that all measures will 
be repudiated which, in the long run, do not serve their ends.” 
Why, then, should employers be bound? The answer is that em- 
ployers are no more subject to obligation than unionists. The 
compulsory award is not designed to do away with all tests of 
strength in industry but only with certain rare and socially dan- 


*R. Seidel, Die Gewerkschaften nach dem Kriege (Berlin, 1925), pp. 50-51, 
133. 
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gerous types. If this category is unduly extended, then the parties 
to industry may properly resist, for this is, according to the regu- 
lations, an abuse. Even in the crucial cases, if the view of one 
side or the other, or of both, as to social necessity, differs from 
that of the conciliation officer, resistance is permissible, but only 
with full knowledge of the consequences involved should public 
opinion, which is meant to be a prime factor in every compulsory 
award, be outraged. The social peace at which this feature of the 
arbitration system aims is not that of a condition socially static, 
as employers sometimes seem to think. Its purpose is not the 
elimination of economic oppositions but the “constitutionaliz- 
ing” of industry, the setting-up of machinery for adjustment of 
differences with as little friction as possible. It is a device for se- 
curing delay, in crucial cases, and for bringing public opinion to 
bear. In so far as it is instrumental in creating a situation not in 
correspondence with economic realities, it is confessedly on a 
wrong path. It may be incapable of keeping to the right path, 
but this does not invalidate its purpose. 

What the institution of the compulsory award will in the end 
amount to will depend very largely upon the balance of power 
in the state. At present its great defect, considered simply as a 
means of avoiding unnecessary industrial disturbance, is the 
difficulty of maintaining a workable freedom from political in- 
fluence. If it is to be retained under the present distribution of 
political power, some means must be found whereby the tend- 
ency to throw upon the state the responsibility for decision in 
minor cases may be checked. In this direction lies a danger to the 
authority of the state. Moreover, the arbitrators must be brought 
to a unified point of view as regards the conditions under which 
awards may be declared binding, as well as with regard to the 
economic nature and effects of such awards, in relation to a 
reasonable wage policy. At present there are many well-founded 
complaints as to inconsistency and even flat contradiction in 
these matters. If compulsory awards were really rare, and if the 
occasions upon which they were granted were, in fact, times of 
undeniable social danger, it is more than likely that the system 
would receive widespread popular support. That the public is not 
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ill disposed toward it was strikingly evidenced in the dispute at 
the end of 1928 in the heavy industry of the West, when the em- 
ployers were obviously surprised at the indignation with which 
their attitude of uncompromising hostility was received. 

Beyond the immediate future, the place which the device of 
the compulsory award is to occupy will rest with the exigencies 
of politics. The unions look upon it as a means of governmental 
regulation, an expression of a consistent policy, favorable to the 
workers, on the part of the state. They acquiesce in the deci- 
sions arrived at by its aid only so long as they feel that they have 
a part, by political and economic means, in determining the gen- 
eral tendency of those decisions. Accordingly, the future of the 
device will depend upon the influence of the working class in 
government, and upon the success of this class in attaining a 
status satisfactory to it in the economic and political relations 
with the employers. This phase of the German arbitration sys- 
tem is an aspect of the struggle for control of the state, a conflict 
which is still undetermined. 

WirttmM T. Ham 
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THE COLLECTION OF TAXES BY THE STATE GOV- 
ERNMENT AND THE DIVISION OF THESE REVE- 
NUES WITH UNITS OF LOCAL GOVERNMENT, 
WITH EMPHASIS ON NEW YORK 


STATE government may aid local governmental units 
in at least three ways: (a) Grants-in-aid may be made 


directly to such units for specified purposes, such as 
roads and schools. (5) The state may assume functions per- 
formed by local units, thereby relieving them of costs entailed 
by the performance of these functions. (c) The proceeds of 
certain taxes collected by the state government may be returned 
as a whole or in part to units of local government. 

In this article the writer proposes to examine some of the 
problems which arise out of a system of state-collected taxes 
whose revenues are divided with local units. It will be con- 
cerned principally with the methods followed in New York, 
where the system of state collections with allocation of tax rev- 
enues to local governments is well developed. This policy is 
likewise an important part of the financial system of Connec- 
ticut, Massachusetts, New Hampshire, New Jersey, Wisconsin, 
and possibly other states. Data on New York are also empha- 
sized because they were assembled by the writer in another con- 
nection and were thus available. 

In New York the practice of collecting certain taxes by the 
state and of dividing their proceeds with units of local govern- 
ment began with the liquor license law of 1896. This act discon- 
tinued local license boards and provided for state administration 
of the license.* After a deduction for the costs of collection, one- 
third of all receipts from this tax, and from the fines and penal- 
ties gathered in its administration, was paid into the state treas- 
ury. The remaining two-thirds was paid to county treasurers 
who transferred proper amounts to the fiscal officers of towns 
or cities where the traffic in liquor was carried on. The provi- 


* Laws of the State of New York, 1896, chap. 112. 
25 
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sions for distributing the returns from the liquor license were 
amended several times. The last amendment, introduced in 1917, 
provided that local units should receive three-fourths of all col- 
lections from this excise.” 

From the beginning state administration of the liquor license 
was a fiscal success. During the last year previous to the adop- 
tion of state administration, units of local government collected 
$2,921,268 from this source. During the first year of state ad- 
ministration a total of $10,663,882 was collected. Of this sum, 
local units received $7,109,254, or nearly three times as much as 
they themselves collected during the last year of local adminis- 
tration.® 

A number of years elapsed after the passage of the liquor li- 
cense act before a second law was passed providing for the divi- 
sion with local units of tax revenues collected by the state. This 
act was adopted in 1905.* It established an annual tax on real 
property mortgages, with the provision that the state and local 
units of government should share equally in the returns from 
the tax.’ The share received by the counties was placed in the 
treasury subject to the order of the board of supervisors, who 
divided it among the cities, towns, and villages within the county 
on the basis of the location of the mortgaged property. An 
amendment passed in 1906 changed the tax from an annual levy 
to a recording tax payable but once. The equal division of pro- 
ceeds was continued. 

In 1916, provision was made by the state for the equal division 
of motor vehicle registration fees with county governmental 
units. A later amendment changed the terms of this division to 
75 per cent for the state and 25 per cent for the counties. 

® Ibid., 1917, chap. 623. 

* F. D. Bidwell, Taxation in New York State (Albany, New York: J. B. Lyon 
Co., 1918), p. 83. 

* Laws of the State of New York, 1905, chap. 720. 

* Since this tax was collected by local officials, the relevance of its inclusion in 
this study may be questioned. To the writer the authority for the mortgage tax 


in the state law and the administrative supervision of state officials over its col- 
lection are decisive reasons for its inclusion. 


* Laws of the State of New York, 1916, chap. 577. 
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The franchise tax on the net income of manufacturing and 
mercantile corporations, which became a law in 1917,’ provided 
that two-thirds of the receipts from the tax, interest, and pen- 
alties collected should be paid into the state treasury, the re- 
maining one-third paid to the county treasurers.* The law speci- 
fied that within each county this fund should be divided among 
smaller units on the basis of the value of the relevant corporate 
property within their boundaries. 

The personal income tax law, passed in 1919, recognized from 
the first the principle of division of receipts with units of local 
government.’ It provided that after the deposit with the comp- 
troller of a certain sum for refunds, the remainder should be di- 
vided equally between the state and local governments, with 
apportionment of the county share among the smaller local units. 

In 1922, the New York Legislature passed two laws of minor 
importance which embodied the principle of division of revenue 
receipts from taxes collected under state administration.*° 

The first established an annual license for real estate brokers 
and real estate salesmen and provided for an equal division of re- 
ceipts between the state and counties. The county treasurer paid 
one-half of the local share to the city where the business was con- 
ducted, the remainder going to the general fund of the county.” 

The second fixed an annual license for the operation of billiard 
and pocket-billiard rooms and provided that the proceeds of this 
license and the penalties collected in its administration should be 
divided equally between the state and the town, village, or city 
where the business was conducted. 

The next ventures in this field were the franchise taxes laid in 

" Ibid., 1917, chap. 726. 


*An amendment passed in 1918 granted all interest and penalties from the 
administration of this tax to the state. 

* Laws of the State of New York, 1919, chap. 627 (amending the Tax Law by 
the addition of Article 16). 

* Ibid., 1922, chaps. 671 and 672. 

* An amendment passed in 1923 provided that all of the local share of this 
tax collected in a city should be paid into the treasury of the city, but that the 
local share of such fees collected from persons outside a city should be paid into 
the treasury of the county for general county purposes. 
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1926 on state banks, trust companies and financial corporations, 
and on national banks.’* Tax revenues received under the opera- 
tion of the first of these acts from foreign sources were, with the 
exception of an allowance for refunds, paid into the state treas- 
ury. Receipts from domestic sources, less a deduction for re- 
funds, were paid to units of local government on the basis of the 
location of the places of business of the firms taxed. In New York 
City and in Buffalo, funds received under this law were paid di- 
rectly into the city treasury. In the counties, money so obtained 
was paid to the county treasurer, who, in turn, apportioned it on 
the basis of assessed valuation among the cities, towns, villages, 
and school and other special districts in which the places of busi- 
ness of firms paying this tax were located. Revenues from the 
franchise tax on national banks, less an allowance for refunds, 
were apportioned among local governments on the same basis as 
receipts from the franchise tax on state banks and the financial 
corporations. 

The franchise taxes on banks and financial corporations differ 
from other taxes with which they are here classified in the distri- 
bution of funds collected in their administration. Instead of pro- 
viding for a division of revenues with local units, the laws estab- 
lishing these taxes provided that, with the exceptions of an al- 
lowance for refunds and the yield from taxing foreign financial 
corporations, the revenues from these taxes should be returned 
to units of local government. This disposition of the proceeds of 
the franchise tax on national banks is explained by the fact that 
it was passed as a substitute for a locally-administered tax on 
national-bank shares, the revenues from which had flowed into 
local treasuries. The franchise tax was likewise made to serve 
local treasuries. The reason for giving units of local government 
all of the revenues from the franchise tax on state banks and do- 
mestic financial corporations is not so clear. Possibly this distri- 
bution of revenues is to be explained by a desire to put all banks, 
state as well as national, in the same class both in respect to the 
disposition of tax revenues and the rate of taxation. 

The tax on gasoline, made effective in 1929, is at this writing 


* Laws of the State of New York, 1926, chap. 286. 
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the latest New York statute which establishes state administra- 
tion for a tax whose revenues are shared with local governments.” 
Under the operation of this law, after a sum has been set aside for 
refunds, the remainder is apportioned in the ratio of 75 per cent 
to the state and 25 per cent to the counties. New York City, 
which is a consolidation of five counties, is granted one-fifth of 
the local share of the proceeds of this tax. 

The evidence offered by this survey indicates that, from a po- 
litical point of view, this system has been successful in New York. 
Since 1896, ten laws have been passed providing for state collec- 
tion of taxes with all or a part of the revenues derived therefrom 
being apportioned among local governments. No one of these 
laws has been repealed.** In so far as the chronological sequence 
of these laws can be said to indicate a trend, the movement is de- 
cidedly upward. The first law was passed in 1896, the second in 
1905, the third in 1916. Then followed in rapid succession one in 
1917, one in 1919, two in 1922, two in 1926, and one in 1929. It 
took twenty-one years to place the first three of these laws in the 
statute books, but it required only thirteen years so to place the 
next seven. This system has also become significant from a finan- 
cial point of view, as is indicated in Table I. 

The share of total collections from these taxes granted to the 
state and the share apportioned among units of local government 
are indicated in Table II. This table also shows the relative fis- 
cal significance of the funds retained by the state in contrast with 
apportionments to localities. In 1928, for example, the state share 
of the state-administered taxes was equal to 46 per cent of the 
receipts for all state tax revenues, while the local share of state- 
apportioned revenues equaled but 9g per cent of all local tax re- 
ceipts. 

Because of the political success in New York of the system of 
state-collected taxes whose revenues are shared with local units 

™ Tax Law of the State of New York, 1929, Article 12-A. 

* The formal repeal of the liquor excise law in 1921 cannot be considered as a 
repeal in the usual meaning of that term. Rather, it was a recognition that this 


law, now dead because of the Eighteenth Amendment to the Constitution of the 
United States, should have the ceremony of a burial. 
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and because of the large and growing financial significance of 
these taxes, it is probable that this public finance device will per- 
sist. If this assumption is warranted, it is important that its place 


TABLE II 


SHARE OF STATE AND LocaL GOVERNMENTS IN TOTAL TAXES COLLECTED 
BY THE STATE GOVERNMENT WuicH ARE Diviwep wits Loca UNITs 








Tax REVENUES 





Share of State 


Share of Local 


Units 


PERCENTAGE OF 
Torat State Tax 
Recerets REpReE- 
SENTED BY STATE 
SHARE oF TAXES 

DIVIDED WITH 
LocaLITIES 


PERCENTAGE OF 
Torat Locat Tax 
REVENUE RECEIPTS 

DERIVED FROM 

SaTE-ADMINIS- 

TERED TAXES 





$10,634,837 24 
10, 367,397 28 
10,197,606 29 

9,993,825 33 
11,526,890 27 
19, 202,463 35 
26,329,073 31 
36,478,678 41 
37,108,829 43 
32,233,167 44 
35,279,687 42 
39,919,513 39 
47,261,273 40 
53,469,880 41 
56,209,722 47 
69,418,576 46 


$12,511,992 
12,526,889 
12,688,843 
16,579,186 
15,941, 232 
24, 862,834 
22,982,686 
49,156,724 
56,547,539 
49,660,171 
52,634,728 
52,412,813 
62,273,466 
66, 139,605 
87,386,156 
92,907,380 


CO eCemonss DON OL SSS SE 

















in the state tax system be considered. This problem raises several 
questions. 
1. What taxes should be selected for division of revenue re- 


ceipts? 

2. How should the share of the state and the share of the local 
units be determined? 

3. What local units should participate in this division? 

4. What measures of apportionment should be used to deter- 
mine the share of each local unit? 

5. Should the state government exercise any control over the 
expenditure of funds which it shares with local units? 

Complete and final solutions of these problems, if such there 
be, await the accumulation of a vastly greater body of data on 
public finance than is today available in any state. But the prob- 
lems themselves will not wait for such solutions. They are im- 
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portant today in New York, and if history is repeated, they are 
destined to become still more important, as more taxes are di- 
vided and as the amount of revenue shared increases. Possibly in 
the future, as in the past, the decision on the taxes to be divided 
and on the terms of the division will be reached by an ordeal of 
battle, representing the resultant of conflicting interests at issue. 
Nevertheless, it may be worth while to undertake the settlement 
of the issue by resort to underlying fundamental principles, if 
such bases can be found. At its best, such a method would fur- 
nish a superior grade of ammunition for coming controversies. 
At its worst, no harm would be done, for it would be at least as 
good as the one in use at present. 


WHAT TAXES SHOULD BE SELECTED FOR A DIVISION OF REVENUE? 


Clearly no tax which can be administered better locally than 
by the state should be selected for inclusion in this group of taxes. 
Thus, it is probable that the tax on real property should continue 
to be administered locally, at least in large degree, although the 
state may well prescribe standards of administration, and take 
steps to insure a proper level of administrative performance. 

But within the large field of taxes which can be better admin- 
istered by the state, what should be the guiding principle for the 
selection of particular taxes whose revenues are to be shared 
with units of local government? The deduction of this principle 
depends upon the fundamental purpose back of the system of 
state collection and division of revenues. If this purpose be to 
equalize the fortunes of poor and rich units of local government, 
or to stimulate these units to activity in a desired direction, any 
tax which yields the necessary revenue will do, for the only con- 
siderations are fiscal in character. But if the fundamental reason 
for state collection and division of taxes is the substitution of a 
more efficient state administration for local administration, then 
determination of a guiding principle for the selection of taxes 
whose proceeds are to be divided is possible. Units of local gov- 
ernment may tax only those sources which are local. If certain 
of these sources which obtain benefits from local services paid 
for by local taxes are taxed by the state for considerations of ef- 
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ficiency, it follows that in any division of such revenues the local 
units have a better claim to a share in those revenues than the 
state; and the more definitely these sources can be localized, the 
better the claim. 

Which purpose should obtain? Should state collection of taxes 
whose revenues are shared with local units be for purposes of 
equalization and stimulation, or for efficiency in administration? 
The more important consideration seems to be that of efficiency 
in administration. If it is necessary to equalize or to stimulate, 
money for these purposes should be spent for the equalization or 
the stimulation of local units in respect to the performance of 
certain governmental functions in which there is a large public 
interest that at least a minimum standard of efficiency be main- 
tained. Such a program calls for grants-in-aid of specific gov- 
ernmental enterprises, not for funds deposited in the local treas- 
ury to be spent for general purposes as the locality may deter- 
mine. 

The taxes in New York whose revenues are shared with units 
of local government are probably administered better by the 
state than they could be administered locally. Certainly this is 
true of the franchise tax on the net incomes of business corpora- 
tions, the franchise tax on state banks and financial corpora- 
tions, the income tax on national banks, the personal income tax, 
the registration license for motor vehicles, and the gasoline tax, 
for all of these taxes require a large technical staff for successful 
administration. It is probably less true of the mortgage tax, the 
license for real estate brokers and real estate salesmen, and the 
license for the operation of billiard and pocket-billiard rooms, 
although it would be difficult to argue successfully that these 
taxes could be administered better locally. 


HOW SHOULD THE SHARE OF THE STATE AND THE SHARE OF 
LOCAL UNITS IN THE PROCEEDS BE DETERMINED? 


Certainly the state should be reimbursed for all expenses of 
collection before any of the proceeds of tax are shared with local 
governments. Beyond this, it is impossible to lay down any exact 
rule for determining the share of the revenue from any particular 
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tax which should go to the state or local governments. Relative 
needs of each for general revenue should be considered. The de- 
cision should also be made with reference to the grant-in-aid 
policy pursued by the state. But, assuming that funds for such 
grants-in-aid as are thought advisable have been provided, and 
that tax revenues will be spent to better advantage if part of them 
are shared with local units, how is the local share in the yield of 
any tax to be determined? 

The upper limit of this share is the contribution of the local 
units to this tax revenue. If the claim of the local units is based 
upon this contribution, they should, clearly, receive no more 
than they contribute. Additional funds had better be spent by 
the state government or be used for grants-in-aid. 

Within the limit prescribed by the contribution of the local 
units, the relative revenue needs of the state and of units of local 
government should determine the division. Public money as well 
as private money should be spent where most needed. If local 
units need additional revenue more than the state government, 
then clearly they should have this revenue.’* But how is the mat- 
ter of relative needs to be decided? Probably the best method of 
determining these needs is by a comparison of relative rates of 
taxation. If local governments are obliged to levy heavy and in- 
creasing rates of taxation for their needs, and if the state gov- 
ernment manages with light and relatively constant rates, the 
presumption is that the local units need additional revenue more 
than the state—assuming that the difference in rates of taxation 
is not due to a greater rate of debt payment by local units or to 
a greater rate of borrowing by the state.*® 

The evidence from a comparison of tax rates in New York in- 
dicates that in general a larger share of state-collected tax reve- 
nues should be granted units of local government. In rors, the 
average general property tax rate in the state was $18.29 per 
$1,000 of full value of real estate.*’ By 1928, this rate, already 

** Unless a transfer of functions is more desirable. 

* Unless the difference is explained by a relatively greater local waste. 


* Computed by the writer on the basis of data in the annual reports of the 
New York State Tax Commission. 
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high, had become $23.31. On the other hand, a detailed compari- 
son of the rates of state-collected taxes which were in effect both 
in 1915 and in 1929 discloses a remarkable similarity of rates.** 
From 1915 to 1929 the moderate rates of these state-collected 
taxes continued with scarcely a change."® 

If it be accepted that local units should receive no more of a 
given tax revenue than they contribute to it, and that in general 
the share of local units in such revenues should be increased, 
what recommendations are in order regarding the division of 
particular revenues in New York? 

Receipts from the mortgage-recording tax are at present divid- 
ed equally between the state and the local units. The real nature 
of the mortgage tax suggests a different division. This tax is ul- 
timately a tax on real estate, the primary source of local revenue. 
Since the state government never levies more than a small per- 
centage of the total tax on real estate, it should receive no more 
than an equal percentage of the net receipts from the mortgage- 
recording tax. In the years when the state levies a tax on real 
property, this is approximately 5 per cent on the total levy. 

The proceeds from the license taxes on real estate brokers and 
salesmen and on the operation of billiard and pocket-billiard 
rooms, are distributed 50 per cent to the local units and 50 per 
cent to the state. Although the sums yielded by these taxes are 
small, nevertheless, on the issue of principle, the equal basis of 
division may be criticized. Presumably, commissions on the 
sale of real estate and profits from the operation of billiard rooms 
are local in origin. Therefore the net tax revenues on these en- 
terprises might well be returned to local units in their entirety. 

Revenues from the franchise tax on state banks, trust com- 
panies, and financial corporations and from the income tax on 

* Only motor-vehicle tax rates were excluded from this comparison. The motor 
vehicle of 1929 was so different from the motor vehicle of 1915 that a fair com- 
parison of rates of taxation was believed to be difficult, if not impossible. 

* This stability of the rates of state taxation as compared with the rate of the 
local source of taxation, real estate, is not explained by a relative increase in bor- 
rowing by the state government. The net funded debt of the state government 


increased 74.7 per cent from 1915 to 1928. In this period the net funded debt of 
units of local government increased 116 per cent. 
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national banks are given almost wholly to local units.” In the 
case of small banks serving a restricted community, such a pro- 
vision may be approved, but in the case of large banks and finan- 
cial corporations which serve the nation and even the world, an 
apportionment of 100 per cent of the proceeds from this tax to 
units of local government is not justified. These large institu- 
tions are not local in character and their taxations for the benefit 
of localities alone is to be criticized. A possible solution of this 
problem is a classification of banks and financial corporations by 
size, with a different division of the revenue from each size group. 

At present one-third of the revenue from the income tax on 
business corporations and one-half of the revenue from the per- 
sonal income tax are distributed to units of local government. 
The problem of determining what shares of these revenues should 
be assigned to local units is similar to that of banks. 

The distribution of only one-fourth of the revenues from the 
motor-vehicle registration license and from thé gasoline tax may, 
however, be criticized. It would seem that a larger share of these 
revenues is local in origin and should be apportioned among units 
of local government. 


WHAT LOCAL UNITS SHOULD PARTICIPATE IN THE DIVISION? 


The view that local units should share only as they contribute 
to the tax revenues which are divided with them, would seem to 
indicate, at first thought, that, outside of cities, the best distri- 
bution of the proceeds of these taxes would be among the smaller 
units of local government. Such an interpretation would mean 
that the contribution of each school district, town, village, or 
other small political unit to a given tax revenue should be de- 
termined, and that shares in this revenue should be awarded only 
to the contributing political units. Such an apportionment, how- 
ever, would provide no share of the proceeds for the county unit, 
as lesser divisions within the county would receive the total local 
share. 

This view neglects two important considerations. In the first 
place, it is much more difficult to determine the contribution of a 


* See pp. 27-28, supra, for exceptions. 
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town to the proceeds of a tax than it is to determine the contribu- 
tion of a county. This is because of overlapping economic rela- 
tions with neighboring towns which any empirical method of 
revenue allocation is certain to disregard, but which, neverthe- 
less, are real relationships whose recognition is compelled by the 
nature of modern economic life. The choice of a larger unit for 
distribution eliminates many of these overlapping relations, and 
thus is preferable from the point of view of accuracy in carrying 
out the conditions of the principle of distribution here adopted. 

In the second place, the choice of units for distribution should 
depend somewhat on whether it is desired to encourage or to dis- 
courage the continued existence of any given size of unit. Effi- 
cient performance of functions of government should be taken 
into account. If, for reasons of efficiency, it is intended to en- 
courage the existence of large units, the units chosen to share in 
the proceeds of a state-collected tax should be large. If, con- 
versely, it is intended to encourage the continuance of small 
units, then, clearly, one way of accomplishing this end is to pro- 
vide that such units share in the distribution of state-collected 
revenues. 

In New York, the smaller units of local government are in gen- 
eral the recipients of the local share of state-collected tax reve- 
nues.** With the possible exception of the recording tax on mort- 
gages, this small-units distribution is open to criticism. It is 
practically impossible to work out a distribution scheme for ap- 
portionment to small units which will operate with reasonable 
accuracy. Who can say how much of the income of this busi- 
ness corporation or of that individual arises from this town or 
that village? Moreover, the distribution of millions of dollars to 
the smaller units of local government serves to perpetuate the 
existence and the political power of such units. The question 
whether this is desirable public policy may well be raised. Dur- 
ing the past hundred years or so, and particularly during the 
latter part of this period, the trend of economic and social devel- 

™ Exceptions are the proceeds of the motor-vehicle license and the gasoline 


tax, which are spent under a large measure of state supervision with a view to im- 
proving the road systems of the counties. 
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opment has been toward larger units of organization. Business, 
professional, social, and even sport organizations have developed 
more and more on a large scale. However, the argument for 
larger units of government does not rest on analogy alone. Sev- 
eral studies have been made which definitely point to the savings 
which could be realized by a reorganization of local government 
in New York along centralized lines.** It would seem, then, that 
the distribution of large sums to the smaller local units is at best 
a doubtful public policy. 


WHAT METHODS OF APPORTIONMENT SHOULD BE USED TO 
DETERMINE THE SHARE OF EACH LOCAL UNIT? 


Once it is recognized that tax revenues collected by the state 
to be divided with local units should be shared on the basis of the 
contribution of these units the methods for apportionment to lo- 
cal units should be those which most closely measure their con- 
tribution to the tax revenues in question. 

The chief comment on the New York bases of apportionment 
to local units may be made in regard to the scheme for distribut- 
ing the local share of the proceeds of the personal income tax. 
This is distributed among local units on the basis of assessed val- 
uation. Such a method of allotting the returns of this tax discrim- 
inates against counties of low assessed valuations. This result is 
indicated in Figure 1 and in Table III. 

The remedy for the maldistribution of the proceeds of the 
personal income tax is simple. Let the local share of the proceeds 
of this tax be distributed on the basis of the local collection from 
this tax. Thus each county in the state, whether its assessed val- 
uation be high or low, would receive the same percentage of its 
contribution. If any of these counties need additional aid from 
the state such assistance can be provided in the form of grants- 
in-aid. 

* Report of the Special Joint Committee in Taxation and Retrenchment for 
1923. New York Legislative Document No. 55. 

M. Slade Kendrick, The Collection of General Property Taxes on Farm Prop- 
erty in the United States, with Emphasis on New York. Cornell Experiment Sta- 


tion Bulletin 469. 
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TABLE III 


PERSONAL IncoME TAX PAYMENTS AND PERSONAL INCOME TAXES 
RECEIVED By CounTrIes In New York State* 








Personal Income Taxes PERCENTAGE 
oF PERSONAL 





IncoME 
ASSESSED VALUE OF Taxes 
Estate RECEIVED OF 
Received PERSONAL 
INCOME 
Taxes Paw 





12,445,124 15,512.88 13,380. 86 
13,338,500 49, 207.59 15,379. 3 
16,098,374 64,609.81 20, 183. 31 
16,279,586 150,010.37 20,670. 14 
18,824, 768 78,860.43 25,020. 32 
19, 584,843 103,149.13 24,370. 24 
21,555,401 90,372.71 26,460. 29 
24,431,926 92,749.06 30,150. 33 
24,539,745 45,711.52 30,385. 66 
25,581,215 IOI ,020. 35 32,481. 32 
26 ,034, 862 117,172.80 32,979. 28 
26, 287 , 684 146,977.57 43,079. 29 
29,112,670 170,634.20 36,917. 22 
29, 226,457 130,221.18 31,326. 24 
29,767,647 112,731.44 37,251. 33 
31,497,336 95,485.53 39,255. 41 
34, 260,989 112,236.29 29,520. 26 
34,374,811 164,336.01 42,953. 26 
eee 36,163,427 123,814.21 44,459. 36 
Columbia 37,272,199 157,657.09 47,013. 30 
ys ari arale 39,399,608 130,977.04 50,567. 39 
40, 190,365 158,888.72 51,778. 33 
42,869,519 143,584.65 54,346. 38 
50,412,664 189,371.19 63,351. 33 
50,665,858 135,936.06 63,089.77 46 
51,209,188 151,707.77 52,302. 34 
51,372,106 206, 536.45 64, 242. 31 
52,691,025 201 , 866.27 66,659. 33 
53,646,050 274,158.44 67,193. 25 
53 ,803 ,069 121,702.32 67,520. 55 
54,132,769 134,628.78 65,683. 49 
55,644, 207 133, 208.97 65,134 49 
56,947,249 176,330.32 72,106. 41 
59,862,036 274,042.34 75500. 27 
Cattaraugus........ 61, 208, 601 232,661.34 76,499. 33 
Chemung 67,671,465 233,747.30 80,251. 34 
69,994,712 308 639.01 85,321. 28 
75,244,878 222,876.46 87,871. 39 
75,694,575 224,275.64 92,909. 41 
80,028, 140 180,749.17 95,732. si 
81,896, 525 219,138.44 102, 537. 47 
98, 815, 568 328,765.81 119,877. 36 
110,166, 581 318,761.49 137,130. 43 
113,333,473 364,771.22 129,194. 35 
140,886,492 367,942.82 176,002. 48 
169,714,051 368,938.75 217,993. 59 

















"© Annual Report of the New York State Tax Commission for 1928. 
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TABLE IlI—Continued 








Personal Income TAXEs PERCENTAGE 
OF PERSONAL 
A V Toes 
= SSESSED VALUE OF AXES 
County Rea Estate RECEIVED OF 
Received PERSONAL 
IncoME 
Taxes Par 








186 , 402, 282 334,135. 230,705. 69 
221,531,138 509,121.11 274,247. 54 
222,831,212 523,047.25 267,379. 51 
238,274,649 419, 237.92 296, 280. 71 
255,364,053 377,213.79 323,045 .5 86 
304,437,602 713,504.42 360,632 5! 
386,695, 191 941, 508.69 475, 234. 5° 
761,422,440) 1,631,658.43 950,836.28 59 
L 803,157,314 947,943.79} 1,009,846.26) 106 
Y 1,352,589,904) 2,538,300.20) 1,701,634.92) 67 
Westchester 1,499,495,073| 2,809,523.97| 1,701,005.09 61 
New York (Greater) |18 050, 244, 885 44, 292,401.08 21,270,005. 19) 48 

















Per Cent 


























Fic. 1.—Percentage of personal income tax revenue received of personal 
income tax revenue paid, by counties. Counties arranged in increasing order of 
assessed value of real estate, 1928. 
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SHOULD THE STATE GOVERNMENT EXERCISE ANY CONTROL OVER 
THE FUNDS FROM STATE-COLLECTED TAXES WHICH 
ARE SHARED WITH LOCAL UNITS? 

In a state where a well-organized system of grants-in-aid for 
specific purposes exists, it is doubtful whether the state govern- 
ment should exercise any control over the expenditure of reve- 
nues from state-collected taxes which are shared with units of 
local government. If there is a place for local government there 
is a place for local autonomy, even to the extent that units of lo- 
cal government be given freedom to spend revenues from state- 
collected taxes. This is not subsidizing local government. It is 
a recognition of the principle that the state should collect those 
taxes which it can most efficiently collect. The division of such 
tax revenues with local units does not imply that the state should 
govern the expenditure of these funds. 

However, even complete recognition of local autonomy does 
permit the state government to exercise one very useful type of 
control. This is control over the financial records kept by local 
governments. Freedom to spend is not freedom in accounting. 
The state government might well set up standard accounting sys- 
tems for local units, particularly for counties, towns, and vil- 
lages, and provide that no tax revenue be divided with units 
which fail to keep a satisfactory set of accounts. 

In New York, and probably in many other states, account 
keeping by local governments is, in general, very bad. Accounts 
of county and town governments, in particular, are in such con- 
dition that it is difficult to learn from them what any one item of 
governmental service costs. It is impossible, likewise, to discover 
the entire cost of all of these services. Since units of local govern- 
ment in the United States spend more each year than the sum of 
expenditures of the national government and the state govern- 
ments, and since the introduction of efficient practices into the 
operations of government is dependent upon a knowledge of the 
costs of government, the importance of accurate financial ac- 
counts by units of local government is very great. Therefore it 
would seem wise to condition the receipt of state-collected tax 
revenues upon the satisfactory keeping of adequate financial re- 
ports. M. SLADE KENDRICK 

CorNELL UNIVERSITY 
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HE development of the art of flying, beginning with the 

investigations of Leonardo da Vinci, may be said to have 

stretched over a period of four centuries, though the really 
significant practical achievements have all come within little more 
than a generation.* Indeed, to Count Zeppelin and to the Wright 
brothers, for their respective achievements with airship and air- 
plane in 1900 and 1903, must the credit be given for having con- 
verted the “Winged Victory” from a sublime figurehead into a 
practical reality. In this article an attempt will be made to sur- 
vey the present status and immediate prospects of aviation as an 
industry. 

It is hardly an exaggeration to state that among the most spec- 
tacular, at least, of the scientific and technological advances of 
recent times has been the “conquest of the air,” if we mean by 
this simply bringing the atmosphere more fully into the domain 
of practical utilization. The radio industry shares with aero- 
nautics in this achievement; and it would be rash to ascribe pri- 
macy to either, in point of economic and social significance. The 
one has contributed greater dispatch, greater range, and greater 
flexibility to communication; the other has done the same for 
transportation. Together they have added so signally to the fa- 
cilities of human intercommunication, have multiplied so many 
fold human contacts, that it requires, not prophecy, but only 
observation, to see their revolutionary influence upon the ways 
of action and habits of thought which make up the body of social 
institutions.* Not only is the sphere of human isolation being 

*Some of the material in this article has been used in an article on the same 
topic contributed to the Encyclopedia of the Social Sciences. 

* For an interesting and reliable account of the early attempts to fly and of 
speculation upon aerodynamic principles, consult J. E. Hodgson, A History of 
Aeronautics in Great Britain (London, 1924). The title does not describe exactly 
the actual scope of the work. See, also, E. C. Vien and W. L. Marsh, A History of 
Aeronautics (London, 1921). 

* Cf. A. Wuest, Die Bedeutung des Luftverkehr fur das Wirtschaftsleben (Ber- 
gisch-Gladbach, 1927). 
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narrowed, and the sphere of human co-operation correspondingly 
extended, but the impulses and interests of men are being radi- 
cally transformed. Where there is no room for solitude and 
contemplation, art and religion suffer an inevitable eclipse. Im- 
aginative flights of fancy give place to actual flights of experi- 
ence. The creative impulse is drowned in a flood of perceptual 
impressions and divergent suggestions. The “life of reason” has 
little chance where the “life of the senses” is so abundant and so 
compelling. Individuality is smothered. Traditions fitted to a 
slow, sedate mode of life in a more or less secluded environment 
are found ill-fitted to the exigencies of life at the faster tempo 
and in the wider ambit. And with all this transformation of indi- 
vidual habits of thought and action go new forms of social organi- 
zation—domestic, industrial, and political. Into the fabric of 
modern life a new pattern is being woven. But of the details of 
the design no man has knowledge. 

No attempt will be made here to forecast the specific direction, 
or to assess the ultimate value, of the fundamental changes being 
wrought by this extension of man’s dominion over his environ- 
ment. But a more scientific study of aeronautics as a new mode 
of transportation is already possible, and it is with this aspect of 
the subject that we shall deal in the present article. It is worthy 
of note at the outset that, while the airplane and the airship have 
a long line of predecessors in the field of transport, these prede- 
cessors also constitute a long list of rivals, for no means of trans- 
portation has ever entirely supplanted any other. Each of them, 
from the domesticated pack animal, the dugout canoe, and the 
wheelbarrow, to the canal barge, the locomotive, the bicycle, and 
the automobile, has eventually found its place as a supplement 
to all the others. No agency of locomotion has ever been discov- 
ered but what has retained, and so far as can be seen now seems 
destined to retain, its human usefulness for some purposes in 
some places, despite subsequent invention of new agencies. From 
the historical standpoint, therefore, it appears that the funda- 
mental problem confronting aeronautics as an industry is the 
determination of what particular type and range of transporta- 
tion service it can economically provide, i.e., supply at a price, 
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above cost, which will attract demand, in competition with other 
modes of transportation, or in addition thereto. 

An analysis of the principal elements in this problem, may well 
begin with a consideration of the basic characteristics which dis- 
tinguish air transportation from land or water transportation. In 
respect, first, to the medium in which it operates, aeronautics 
possesses three great advantages over other modes of transporta- 
tion.* For aircraft alone it is theoretically possible to go from a 
given point to any other point whatsoever on the surface of the 
earth without stopping. In other words, there is only one element 
which, by itself, furnishes a direct connection between any place 
on the globe and every other terrestrial place. That element is 
the air. Practically, the significance of this advantage of aircraft 
is not dependent upon the eventual development of a globe-cir- 
cling, cruising range for aircraft. The simple fact that, even in 
the present stage of technical development, by aircraft alone 
would it be possible to send goods from any of the great com- 
mercial centers of the world to most others, without trans-ship- 
ment, points unmistakably to an economic factor which will con- 
tinue to work in favor of air transportation. 

The second major advantage which air as a medium of trans- 
portation possesses over land or water is the ability to make a 
direct transit between any two points. Intervening land areas 
prevent this being done by ships, as a rule; and intervening 
bodies of water, but more particularly topographical obstruc- 
tions, prevent it being done by land vehicles. While theoretically 
the shortest route between two points, or the direct line, is always 
available to aircraft, deviation from this route may in practice 
be expedient. Dangers from forced landing in rough terrain, the 
fuel cost of climbing over high mountains, or the difficulties of 
navigation through cloud banks which hover over some regions, 
may counsel a more roundabout course—perhaps normally, cer- 
tainly in occasional exigencies. But these circumstances do not 
detract appreciably from the advantages of short-route flight 
which aircraft possess compared with all other transport vehicles 
or vessels. 


* Cf. L. Hirschauer, L’Aviation de transport (Paris, 1920) ; E. Tilgenkamp, Der 
Luftverkehr (Uster, 1924) ; and O. Bonomo, L’Aviation commerciale (Paris, 1926). 
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A third advantage of aeronautics as a mode of transport is one 
which it shares with water transportation: the right of way is 
free. Aircraft, therefore, like water craft, may operate wherever 
their owners will, and can, without investment or expense for 
pathways. It is true that both require, for safe operation, the 
maintenance of numerous fixed “aids to navigation”; and from 
the social, if not from the private, standpoint this constitutes a 
part of the cost of the service. Moreover, the government expense 
of maintaining airways is undoubtedly now, and will probably 
remain, higher in proportion to the volume of traffic facilitated 
than the expense of maintaining waterways, exclusive of river 
channels. But in either case this right-of-way cost is far less, 
considered in relation to the potential traffic for which it pro- 
vides, than the cost of maintaining highways or railway roadbeds 
for land transportation. In the social reckoning it makes slight 
difference that in the case of highway transportation the main- 
tenance of roads is at government expense, while in the case of 
rail transportation it is at private expense. In either case it is 
the source of tremendous social cost which will eventually be re- 
flected in the relative utilization of these various modes of trans- 
port. 

Offsetting these major advantages which air transport facili- 
ties possess in virtue of the peculiarities of the atmospheric me- 
dium are two major handicaps arising from the same source. The 
first is the unreliability of the weather. While transportation by 
other media may be in some degree obstructed by adverse weath- 
er conditions, and while the perfection of navigation instru- 
ments and aids, particularly the radio, has diminished enor- 
mously this handicap of aeronautics, it still remains true that the 
regularity and reliability of air transport are more dependent 
upon clear weather than are land or water transport. Fog, in 
particular, is the nemesis of air navigators. Much research has 
been devoted to the problem, however; and, though it has not so 
far yielded a completely satisfactory solution, the practical ad- 
vance has been notable. The most promising line of attack has 
proved to be toward increased precision of “blind flying” rather 
than toward the discovery of means for piercing or dissipating 
the fog. 
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The second formidable handicap of air transport traceable to 
the atmospheric medium in which it operates is the instability of 
the craft. Airplanes, unlike land vehicles and marine vessels, not 
only cease flight when their motive power is cut off, but also, as 
soon as their stalling incidence is passed, they become in consid- 
erable degree uncontrollable. The danger of a disastrous plunge 
from failure of motive power is a unique risk of aviation. It is 
hardly too much to say that the advantage which land and water 
transport agencies have in this respect is at present their chief de- 
pendence for retaining that portion of their traffic, both passen- 
ger and freight, for which time-saving in transit is a compara- 
tively important factor.’ Until technical developments insure 
reasonably safe landing for aircraft after motor trouble, air trans- 
port will continue to forfeit a large part of the competitive advan- 
tages which its superior speed and flexibility potentially afford 
it. Aerodynamic research has been active in the investigation of 
this problem, however; and, particularly in the direction of de- 
vices for reducing the stalling speed without reducing the pay- 
load margin, gratifying progress has already been made. The 
most promising development has been the invention of the auto- 
matic slotted wing, which, without increasing the resistance or 
decreasing the speed in normal flight, allows of a marked increase 
in the maximum lift in emergencies and at taking off and landing. 

The economic possibilities of the use of aircraft as an agency 
of transport are not dependent solely upon the characteristics of 
the atmospheric medium, however. They are also dependent 
upon the characteristics of the vehicle of carriage. In taking up 
this phase of the subject, it will be necessary to distinguish sharp- 
ly between the two basic types of aircraft. For the most part, in 
the preceding paragraphs no distinction has been drawn between 
airplanes, or heavier-than-air craft, and airships, or lighter- 
than-air craft. In respect to the medium in which they operate, 
they have a good many characteristics incommon. But in respect 
to the characteristics of the craft, aviation, or heavier-than-air 

* Upon the importance of safety and the comparative efficacy of technical and 


administrative measures for providing it, see I. Edwards and F. Tymms, Commer- 
cial Air Transport (London, 1926). 
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flight, has very marked differences from aerostation, or lighter- 
than-air flight. In what follows attention will be confined almost 
exclusively to aviation. The justification for this emphasis lies 
in the incontrovertible fact that aerostation is still in the experi- 
mental stage, both in Europe and America, while aviation has 
founded an industry and already proved its practical utility. 

The airplane has one outstanding feature which gives it its 
prime advantage as a means of transport: its speed.° With a 
cruising speed already achieved in commercial craft in the neigh- 
borhood of 135 miles per hour, and, with the prospect of raising 
this well above 175 miles per hour within a few years, aviation 
can count upon a superiority over the fastest alternative mode of 
transport of two, or even three, to one. It requires no citation of 
figures, either hypothetical or actual, to show that such an accel- 
eration in transit will be taken advantage of, on a substantial 
scale, if the cost is not too high. There is, of course, no means of 
determining, a priori, just what classes of traffic, and consequent- 
ly how large a volume of traffic, will take the faster transport 
despite its cost being two, or three, or four times, as the case may 
be, the cost of the slower alternative. Some goods would be 
shipped and some persons would travel by airplane if the cost 
were ten times the cost by the next swiftest alternative, but 
whether enough goods would be shipped and enough persons 
would travel that way to justify the manufacture and operation 
of the planes is not clear. Certainly there would be more demand 
for air transport if the cost per mile per pound were only five 
times greater than the cost of the best surface alternative than 
if it were ten. The question resolves itself, therefore, into an in- 
quiry as to how much greater the cost of air transport need be 
and as to how much traffic may be forthcoming at this necessarily 
greater cost. 

This brings us to the consideration of the second outstanding 
feature of aviation affecting its economic prospects: its cost. It 
will not be possible, ohviously, to give exact data as to the cost, 

* For an analysis of the practical significance of this factor for different types 


of transport service, see J. G. Woolley and E. W. Hill, Airplane Transportation 
(Hollywood, 1929). 
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either of construction or of operation, of airplanes.’ Cost varies 
greatly from manufacturer to manufacturer, from operator to 
operator, and, above all, from one type of plane to another. Even 
if detailed cost figures were available, moreover, and it were cer- 
tain that these represented in every respect the minimum cost 
thus far realized, they would be useless in the present connection. 
For they would soon be out-of-date. It is much more appropri- 
ate, for present purposes, to consider why the original cost and 
operating cost of airplanes are comparatively high. Of the fact 
that they are high everyone is aware, but of its correct explana- 
tion very few have any knowledge. 

The fundamental reasons for the high cost of transport by air- 
plane are two: (1) the necessity of combining great strength 
with lightness in the equipage, and (2) the necessity of great 
power consumption per pound of load. The first requirement 
can only be met by the use of costly materials and painstaking, 
skilled assembly. Carefully selected, thoroughly conditioned, 
and faultlessly fabricated materials are indispensable for air- 
plane manufacture, and, in the present stage of industrial tech- 
nique, these things cannot be provided in large volume with at- 
tendant low unit cost. Even when structural members were 
chiefly of wood, and the wings were covered with a silk fabric, 
the cost was disproportionately high in comparison with the cost 
of a land vehicle or water craft of like capacity. The discovery 
of duralumin, alclad, and similar alloys combining lightness with 
strength has established a trend toward metal construction which 
has helped somewhat to speed up the manufacturing process; 
but it has not materially reduced total cost, on account of the 
higher cost of raw materials. Even when completed, moreover, 
the nature of the airplane structure necessitates continuing high 
cost for inspection; and depreciation, despite the utmost care, is 
bound to be rapid. This is true whether the airplane structure is 
of wood, wire, and fabric, or metal frame, or all-metal, though 
the all-metal construction, in addition to affording some insur- 
ance against fire, does provide a longer “working life” for the 


* An analysis of some specimen operating cost data is given in A. Black’s Trans- 
port Aviation (New York, 1926). 
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plane. Thereby it tends to reduce the cost of operation, of course. 
While the advantages are by no means all on one side, the pro- 
nounced tendency in current design toward the monoplane, for 
which some adaptation of the principle of metal construction is 
particularly suitable, if not practically indispensable, is believed 
to indicate a substantial saving in depreciation. Table I shows 
the number of monoplanes and biplanes produced in the United 
States in 1928 and 1929 and the percentage which each formed 
of the total output in these years. The figures relate solely to 
non-military production and exclude, moreover, the output of 
multi-engined craft, seaplanes, and amphibians, in almost all of 


TABLE I 


DISTRIBUTION BY STRUCTURAL TYPE oF Crvit AIRCRAFT 
PRODUCED IN THE UNITED STaTEs* 








No. of No. of Percentage of 
Monoplanes Biplanes Monoplanes | Biplanes 





1,079 2,492 3° 7° 
2,060 3,126 40 60 
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which metals are unquestionably utilized to a greater than aver- 
age extent. In partial explanation of the predominance of the bi- 
plane, it should be noted that it has the prestige of tradition run- 
ning back to the first successful “flying machine,” demonstrated 
by the Wright brothers in 1903. It is unfortunate that direct fig- 
ures upon the comparative output of the wood, wire, and fabric 
type and the all-, or major-part, metal types of planes cannot be 
obtained. But, in the absence of such data, the trend toward the 
monoplane may perhaps be interpreted as evidence of the sub- 
stantiality of the saving in depreciation from the use of metals in 
construction, although it is recognized that other factors have 
influenced this trend.* Summing up, both the factors of original 
cost and of upkeep militate against the reduction of the unit cost 
of air transport to any figure approaching the cost of comparable 
land or water transport. 


* On this entire question, see Fifteenth Annual Report, National Advisory Com- 
mittee for Aeronautics (Washington, 1929), pp. 83, 84, 88. 
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The second requirement springs also from the essential nature 
of heavier-than-air craft; a high ratio of horse-power to weight 
is indispensable to sustained flight. The lift depends entirely on 
the speed; high speed means high resistance; and high resistance 
requires heavy power consumption. At very high speeds, how- 
ever—say 150 miles per hour—the airplane is more efficient in 
the technical sense of the ratio of output to input of energy than 
any other vehicle of transport. Its great promise for the future 
lies in this fact. Nevertheless, enormous speed requires corre- 
sponding power. This requirement can only be met by the pro- 
vision of much more power per pound of weight moved, dead and 
useful load combined, than is necessitated by, or would be eco- 
nomical for, any other mode of transport. In these circumstances 
there is exceptional pressure on the airplane designer to keep the 
weight of engine and plane structure down to a minimum, in 
order to maximize the margin of pay-load. So far as the engine is 
concerned, the outstanding development in this direction has 
been the steady improvement and constantly widening adoption 
of the air-cooled motor, chiefly of the radial type. In 1928, no 
less than 93 per cent of all airplane engines produced in the 
United States were of this type. Contrary to popular assumption, 
however, the ratio of useful load to total weight is not excep- 
tionally low for airplanes. Indeed, it appears that in the best 
current practice useful load factors of 30-35 per cent are not un- 
common for airplanes, which is higher than is ordinarily attained 
in motor, rail, or water transport. 

Such, in brief summary, are the fundamental economic factors 
conditioning the development of aviation as an industry. These 
factors, clearly, are applicable irrespective of the particular mode 
of organization by which the transport services of aircraft may 
be brought into practical utilization. Whether or not experience 
proves that private ownership and operation of airplanes are, on 
the whole, more economical and convenient than the provision of 
air transportation service by common carriers*—whether, in 
other words, the aviation industry follows the main lines of de- 


* For a fuller discussion of this issue, see Myron W. Watkins, “Economic Pros- 
pects of Air Transport,” Public Utilities Fortnightly (Washington), September 15, 
1929. 
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velopment of the automotive industry or those of the railroad 
industry—the advantages of speed, flexibility, and free right of 
way, balanced by the handicaps of high risk and high cost, will 
determine the extent of the adoption of aircraft, both supple- 
mentary to, and as a substitute for, other means of transport. 

It should be borne in mind, however, in any consideration of 
this question from the standpoint of the possible untoward ef- 
fects of the progress of aviation upon alternative and older trans- 
port industries, that the transportation needs of any community 
are not a fixed quantity. Nor do these transportation needs vary 
simply in proportion to changes in the population. Two circum- 
stances of economic evolution assure an elasticity in the demand 
for transportation services much greater than the variability of 
population. One is that the general advance of culture, but par- 
ticularly of the industrial arts, calls for an ever increasing differ- 
entiation of function, which necessitates the continual expansion 
of the means of interchange of the increasingly specialized prod- 
ucts. And this expansion of the means of interchange, it should 
be observed, is not only absolute, in conformity with the growing 
efficiency of diversified and integrated industry, but is as well a 
relative expansion requiring the devotion of a larger and larger 
percentage of productive activity to this function of interchange. 
The other circumstance contributing to the elasticity of demand 
for transportation services is found in the evident fact that loco- 
motion as such, or travel, is a utility which comes in for a high 
rating once the more urgent requirements of human living are 
passably well satisfied. The ease with which Americans, even of 
modest income, have been persuaded by the genii of advertising 
that motoring is a pleasure, which need not and should not be 
foregone in favor of more sedentary indulgences, furnishes a 
striking example of this truth which requires little elaboration. 
Between “a trip to Europe” and “motoring to California” most 
Americans who have made provision for their elementary physi- 
cal wants, as most have, stand poised in unstable equilibrium. 

In view of these circumstances, the fundamental significance 
of the growth of aeronautics appears more as a response to a 
demonstrated need for new and improved media of transporta- 
tion than as a casual technological development presenting a 
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problem for adaptation to practical use. In a broad and true 
sense, it may be said that aeronautics furnishes an answer to an 
economic problem (i.e., how to facilitate the movement of goods, 
messages, and persons between places or regions), much more 
than it creates an economic problem for us to answer (i.e., how 
to find an effective use for an additional transportation medium). 

A survey of the actual development of the aviation industry 
would ill serve its purpose, we believe, without sharply distin- 
guishing between those influences traceable to governmental sup- 
port and those springing from purely commercial considerations. 
The former influences may still, under the prevailing economy of 
Western nations, be looked upon as substantially artificial, while 
the latter are, in the main, the expression of genuine economic 
forces. Has the aviation industry succeeded in keeping the cost 
of aerial transportation within limits which the superiority of 
the service in speed and flexibility justify incurring upon a com- 
mercial basis? For an answer to this question, it is doubtful 
whether European experience can be of much help, since sub- 
stantially the entire development has been under governmental 
sponsorship. But it is the contention of this paper, support for 
which may be found in the following pages, that the industrial de- 
velopment of aviation in America does furnish a fairly convinc- 
ing answer. 

In Europe all the great powers have followed the policy of sub- 
sidizing civil aviation for the obvious benefits which it affords as 
a potential arm of military power. This assistance is extended 
not only to air-transport operators but to aircraft manufacturers 
as well. In France and Germany, which have been rivals in the 
development of this policy, the direct subsidy amounts to over 
$5,000,000 annually in each country.*® In Great Britain and 

* The air budgets of various European countries are summarized in the annual 
Aircraft Yearbook, published by the Aeronautical Chamber of Commerce of the 
United States. Further information may be found in the files of Flight, London 
weekly aeronautics magazine, and Aviation, New York (e.g., issue of March 22, 
1930, pp. 601-3). See also “Civil Aeronautics in the United Kingdom,” U.S. Bu- 
reau of Foreign and Domestic Commerce, Trade Information Bulletin No. 518 
(Washington, 1927) ; “Commercial Aeronautics in Germany,” U.S. Department of 
Commerce, Aeronautics Branch, Information Bulletin No. 22 (Washington, 


1928); and P. Lampue, Les Rapports entre l'état francais et les compagnies de 
transport publics aeriens (Paris, 1927). 
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Italy it amounts to somewhat less than half this sum. Indirectly, 
moreover, by the purchase of military planes, the lease of airport 
facilities free or for a nominal sum, and otherwise, substantial 
additions are made to these fiscal contributions fostering avia- 
tion. In addition, the subventions of constituent states and 
municipalities are considerable, reaching in Germany alone a 
figure in excess of $2,000,000 per year. It may be noted, inci- 
dentally, that, in so far as commercial air-transport operations 
are concerned, the extent and nature of these government sub- 
ventions may be one of the vital factors accounting for the rad- 
ically different character of the transport business there and 
here. In Europe, very generally, the common carriers by air 
depend chiefly on their passenger and express traffic, both of 
which are carried at lower rates and in far greater volume than 
in the United States. The German lines alone in 1928 carried 
115,000 passengers, as against 50,000 carried in the United 
States, and 4,282,000 pounds of express, as against 1,847,000 
pounds carried by American transport lines.’ Here the air-mail 
contracts are the chief source of income, the mail receipts con- 
stituting, in 1928 and 1929, upward of 80 per cent of the gross 
revenues of air-transport enterprises, so far as may be judged 
from the incomplete returns available. 

But whatever may be the extent to which the aeronautical in- 
dustry in the leading countries of Europe is being subsidized, it 
is certain that in every European producing country the manu- 
facturers of aircraft are dependent upon government orders, 
domestic or foreign, for the major portion of their sales. Esti- 
mates from reliable sources place the percentage of production 
for government account, i.e., destined primarily for military pur- 
poses, at upward of go per cent in France, for example. In this 
instance a substantial part of these government purchases is 
made by foreign governments, as may be inferred from the fact 
that the major share of French aeronautical exports are destined 

™ The source for this and similar statistical information found throughout the 
paper, unless otherwise noted, is Air Commerce Bulletin, published semimonthly, 
since July 1, 1929, by the United States Department of Commerce, Aeronautics 
Branch, Washington. Previously, from April, 1927, the Aeronautics Branch had 


published a sheet of somewhat similar scope and purpose, entitled Domestic Air 
News. 
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for Czechoslovakia, Roumania, Greece, Poland, and other coun- 
tries closely allied politically with France. 

Furthermore, the dependence of the aircraft industry in Eu- 
rope, and particularly in Continental Europe, upon government 
orders is reflected in the comparative scale of output in different 
countries and in the close relationship between variations in the 
budget and manufacturing output. In Table II are presented 
such estimates as it has been possible to assemble, regarding the 
recent development and present extent of the aircraft manufac- 


TABLE II 


AIRCRAFT INDUSTRY IN EUROPE 








NUMBER OF MANUFACTURERS Untts Propucep 
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15 1,440 355 
1,900 330 
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5,650,000] 1,250,000) 6,500,000 
8,577,000] 1,340,000/10,000,000 











turing industry abroad. It should be emphasized that the perti- 
nent facts in this matter are not published but are regarded 
everywhere in Europe as “official secrets” of the most confiden- 
tial character. It is only through such disclosures as are made in 
the course of parliamentary debates on the air budget, and from 
piecing together statistics on exports and trade reports of indus- 
trial activity and employment, that approximately accurate es- 
timates of the volume of production may be made. Perhaps the 
most striking facts brought out by the data in this table are (1) 
the comparative extent of the industry among the several coun- 
tries, which certainly does not reflect comparative technical su- 
periority, but only the non-economic influence of government 
support, and (2) the relatively large importance of the export 
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trade for all European producers. It is to be borne in mind in the 
latter connection that the “units produced” refers to complete 
aircraft, while the value of exports, converted here into dollar 
values, represents in considerable share engines and accessories 
separately sold. 

In contrast to the situation of the industry in Europe, the avia- 
tion industry in America appears to have achieved a self-sup- 
porting status. Evidence of this may be found in the record of its 
growth. In Table ITI are shown the “value product” of the indus- 


TABLE III 


ArercraFt INDUSTRY IN THE UNITED STATES* 








Percentage of 

Total Value of No. of Aircraft | Aircraft Produced, 
Aircraft Products Wage- Units Produced Purchased by 
Government 





$ 7,431,000 302 99 
13,142,000 587 53 
12,775,000 789 60 
17,694,000 1,186 45 
21,614,000 1,905 31 
66 , 253 ,coof 4,346 18 
98,000, coof 5,034 II 

















* Figures taken from publications of various government bureaus, but chiefly from reports of the 
Bureau of Census. 

t This figure includes, not only the value of aircraft and aircraft engines manufactured in estab- 
lishments primarily devoted to the manufacture of aircraft, but also the value of aircraft engines manu- 
factured in establishments specializing in their production. Prior to the special census conducted by 
the Aeronautics Branch, De ment of Commerce, in 1928, the “aircraft industry” in the official 
classification of the Bureau of the Census comprehended only establishments of the former type, those 
of the latter type being included in the classification “machinery.” The figures given in this column for 
the years 1921-27, therefore, understate the total value of products of the Sircraft industry, substantial- 
ly by the amount of the value of aircraft engines separately produced. The total value of aircraft en- 
gines, in whatever type of establishment manufactured, in 1928, was $19,915,624, according to the 
special census above mentioned. 

t Estimate taken from Aircraft Yearbook, 1930; it includes a figure of $70,953,130, representing the 
value of aircraft and aircraft engines, the remainder being for parts and accessories. 

§ Employment in May, 1929, as reported in a special survey made by the United States Depart- 
ment of Labor (Monthly Labor Review, XX VIII, 62-63). The figure given includes 5,977 employees en- 
gaged in the manufacture of airplane engines. 


try, the employment, and the output of airplanes by American 
manufacturers for each year during the past decade for which 
data are available, together with the percentage which the gov- 
ernment purchases (mostly for military account) constituted in 
each year. This tremendous growth of the industry, a twenty 
fold increase in output in nine years and a ninefold increase in 
value product in eight years, could not have been appreciably 
influenced by other than strictly economic considerations. The 
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government today is buying only twice as many planes as it did 
a decade ago. Even if it were assumed that the prices paid by 
the government were exceptionally high, which there is no rea- 
son to believe, this fact could not account for the stupendous 
growth of sales to private purchasers as the result of indirect sub- 
ventions, since in large part the producers of airplanes for private 
consumption are separate concerns enjoying no government pat- 
ronage. It follows that purely business factors must furnish the 
chief explanation of the rapid expansion of the industry. 

It may be suggested, however, that the purchases of airplanes 
for private account have been artificially stimulated by govern- 
ment aid, as is so generally the case in Europe. The sole possi- 
bility of establishing the reality of any such artificial aid lies in 
an analysis of the air-mail contracts. That a very large portion 
of the existing system of commercial air transport has been es- 
tablished in reliance upon, and continues to depend primarily 
upon, the revenue from carrying the mails is unquestionable. 
But this fact of itself does not, of course, prove that the air-mail 
service is subsidized. That could only be.shown by proof that 
the postal receipts from air mail were less than the payments to 
air-mail contractors. There is no way of proving that they are, 
since much of the air mail carries ordinary postage stamps. This 
is not the place for an extended analysis of the question; but it 
may be said that the result of such an analysis made by the writ- 
er, on the basis of computations of postal receipts from air-mail 
poundage, does indicate that the air-mail contracts yield a not 
inconsiderable indirect subsidy. The contract mail payments ap- 
pear to be approximately 30 per cent in excess of the postal 
receipts from the mail carried. The amount of this subsidy ap- 
pears to have been increased, moreover, as a consequence of the 
provisions of the Watres Act of 1930, whereby payments to air- 
mail contractors are based in part upon capacity provided, in- 
stead of exclusively upon poundage carried. But granting the 
fullest weight which the facts may conceivably warrant to this 
artificial aid, it cannot impair the validity of the general conclu- 
sion that the aviation industry has already reached a healthy 
stage of economic self-support. 
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It cannot, for this reason. Not more, at the outside, than 20 
per cent of the total number of airplanes in civilian use at present 
are operated by commercial air-transport enterprises. As the air- 
mail contractors all fall into this category, though it includes 
many other operators who do not carry mail, it is manifest that a 
substantial part of the demand for airplanes comes from buyers 
whose purchases receive no artificial stimulus whatever. No 
doubt a considerable part of this purely private demand springs 
from a sporting interest in aviation. But it is also true that many 
industrial enterprises have bought airplanes for business use on 
strictly profit-and-loss calculations of their serviceability. These, 
together with the non-mail-carrying commercial transport op- 
erators, and the numerous enterprises (estimated to be operating 
over 25 per cent of the total number of planes registered at the 
end of 1928) engaged in so-called “air-service” operations, such 
as taxi service, crop-dusting, aerial photography, forest patrol, 
sight-seeing, and flying instruction, provide a sufficient part of 
the total demand for airplanes to demonstrate clearly the self- 
supporting economic status of the aviation industry. 

The limited prospects of aviation considered purely as a com- 
mon-carrier transport agency in comparison to the vast possibili- 
ties of the industry as a provider of means of transport for private 
use in business and for pleasure are indicated inferentially by 
this experience of the industry. The point is more persuasively 
indicated by theoretical analysis, upon which unfortunately there 
is not space here even to enter.” 

To supply the funds for the rapid expansion of airplane pro- 
duction shown in Table III, there was required a corresponding 
outpouring of private capital. In the year ending December 1, 
1929, alone, the new financing in the United States for the avia- 
tion industry exceeded $150,000,000."* A computation of the 
market value of outstanding stock of companies engaged in this 
field, including airplane manufacturers, engine and accessory 


™ The reader who is interested will find such an analysis in my article upon 
“Economic Prospects of Air Transport,” cited above, footnote 9. 

* Cf. D. H. Strother, “The Outlook for Aviation,” Harvard Business Review, 
VIII (January, 1930), 181-92. 
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manufacturers, air-transport operators, air-service operators, 
and airport operators, in September, 1928, showed a valuation of 
over $500,000,000. By September, 1929, this market valuation 
had mounted to approximately $1,000,000,000. It goes without 
saying that neither of these sums represents actual capital in- 
vestment in the production of airplanes and the rendering of 
aviation services, either during the period specified or accumu- 
lated. Both include holding-company stocks; and the latter, in 
particular, reflects the wildly inflated notions of future earning 
power attendant upon the speculative movement which collapsed 
in October, 1929. Nevertheless, these are formidable sums; and 
they express, as well as can be done, the new financial status of 
the industry. When it is recalled that aviation as a field of busi- 
ness enterprise had, properly speaking, no financial status four 
years earlier, at the beginning of 1926, the entire industry being 
then represented by a mere score of scattered, struggling airplane 
manufacturers, the significance of this absorption and accumula- 
tion of aviation securities by the general public can be better 
appreciated. 

As might have been expected, owing to the speculative risks 
inherent in any new industry and magnified in an industry like 
aviation, the capitalization of the industry rests entirely upon 
stock issues. At least in the case of the companies included in 
the foregoing computations, not a single bond issue was noted. 
The fact is eloquent testimony of the extent to which the attrac- 
tion of new capital to the industry has been influenced by antici- 
pated, rather than demonstrated, earning power. But this was a 
circumstance which no newborn industry could avoid; and if 
speculators instead of investors have furnished most of the funds 
which have enabled the industry to establish itself as a “going 
concern,” even speculators require some evidence of the possi- 
bility of high profits in the field. That the net profits of some of 
the enterprises which have the benefit of pioneer experience, 
competent technical staffs, and sound management have been 
gratifying, even fabulous, has not escaped attention. The pro- 
moters have seen to that. Unfortunately, many new enterprises 
have been started with little more than ungrounded hopes as 
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their basis: no technical knowledge, no definite commercial pros- 
pects, and no organizing capacity. Many of these have already 
failed and more will follow in their footsteps—to the chagrin of 
their founders and the despair of many investors. This is the 
price of experience which each new generation, so it appears, 
must purchase for itself. 

Whence came this flood of capital which unquestionably 
provided the industry with greater funds than it could prudently 
and advantageously employ? The fact that the flow of capital 
was excessive is patent. No competitive industry under any con- 
ceivable circumstances can justifiably be capitalized, as was this 
industry in 1928 and most of 1929, at from nine to ten times its 
gross income. This meant a capitalization of met income, as ac- 
tually occurred in the case of numerous concerns in the industry, 
at rates of from 1.6 per cent up to 3 percent! It should be noted, 
moreover, that this has happened in a new and extremely specu- 
lative industry. Such a situation persuasively demonstrates that 
the volume of capital funds “knocking at the doors” of the in- 
dustry was greater than the industry could find comfortable 
accommodation for, at short notice, within. But the portals were 
none the less kept open, and admission tickets went at a premium. 
Who were these eager bidders? No one knows for certain. It is 
not even safe to assume that the supposedly more astute mem- 
bers of the business community, such as the bankers, stood aloof 
from the scramble of the common herd “to get in.” It is known, 
of course, that five or six influential investment banking houses 
and at least one prominent commercial banking institution spon- 
sored the issue of a considerable part of this great mass of avia- 
tion securities. Doubtless, also, they maintained the market for 
some time on these issues at grossly inflated values. But whether, 
in the main, the banking interests were simply taking advantage 
of the profitable opportunity afforded by the popular mania for 
aviation stocks, particularly of aviation mergers and holding 
companies, or whether, on the other hand, they shared in that 
mania, and so continued to be the holders of a substantial frac- 
tion of these stocks, no outsider will ever be able to ascertain. 
All that can be said is that, if the latter was the case, and if the 
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banking interests represent the ultimate and not simply the inter- 
mediate source of much of the capital which has flowed into the 
aviation industry, there exists a strong presumption that they 
will continue to find funds to protect, so far as may be, their prior 
investments. In short, it may be stated that in so far as scattered, 
disillusioned, and impecunious private investors are not the sole 
class from which the great outpouring of capital for the industry 
came in recent years, the industry is in a better position to weath- 
er the reaction which inevitably follows such periods of commer- 
cial exuberance and financial folly. 

The rapid expansion of the industry gave rise, also, to some- 
what similar problems in respect to the recruiting of its person- 
nel. In some ways producers in European countries were in a 
better position to overcome this difficulty than were American 
enterprises. There the tradition of skilled handicraft as a basis 
for manufacture has been maintained more fully and in greater 
vigor than here, so that there was readily available, particularly 
in the circumstances of the disruption of the older, established 
industries following the war, an ample complement of trained 
artisans. These workmen could not, of course, be familiar with 
the specific requirements of the fabrication and assembly of 
materials in aircraft; but they were masters of their tools, and 
the problem of putting them to new uses was a comparatively 
simple one. American manufacturing industries, on the other 
hand, have characteristically and progressively displaced skilled 
handicraft in productive processes by specialized machinery. 
Competent mechanics, habituated to careful workmanship, con- 
stitute a comparatively small element in the laboring class here, 
the great majority having become unskilled machine-tenders. 
Moreover, with the general conditions of prosperity which have 
prevailed in the United States since 1923, the class of skilled 
artisans has not wanted employment opportunities. 

The aviation industry has been compelled, in these circum- 
stances, to draw its working force away from other industries; 
and it has had to bid well for the services it desired.** It has at- 

See M. Coleman, “Rank and File of the Air,” The Survey, LXI (October 1, 
1928), 5. 








THE AVIATION INDUSTRY 61 


tracted its corps of machinists, welders, painters, and general 
mechanics in large measure, probably, from the automotive in- 
dustries. It has drawn upon the furniture industry for its com- 
plement of cabinet-makers and skilled wood-workers. The cloth- 
ing trades have furnished some part of its requirements for 
skilled needle-workers in the construction of fabric-covered 
wings. But in all of these and other cases of diversion of employ- 
ment, there are reasons for believing that the organizers of air- 
craft production in the United States have faced a more difficult 
task of adaptation and training of the workers to new standards 
and unfamiliar processes than have European producers. The 
one advantage of the American industry in respect to recruiting 
a labor force has been the more migratory characteristics of 
American workmen. Both here and abroad, however, the industry 
has profited in some degree from the allurement which its pio- 
neering and adventurous nature has had for potential workers. 
This feature seems bound to assure it in the future, moreover, a 
“first call” upon the better elements of the youthful workers each 
year entering industrial employment. Again, it may be noted 
that in so far as this feature enters into the appeal of the industry 
to its employees, it tends to forestall unionization. Flying, and 
even making machines to fly, is, still, more than half “adven- 
ture”; and until it becomes thoroughly routine “trade” the pros- 
pects of effective labor organization will continue to be remote. 

In substantial part, no doubt, the dependence of the industry 
upon skilled labor is transitory. Already there are a few manu- 
facturers operating upon a sufficient scale to permit continuous 
quantity production of standardized parts in specialized ma- 
chines or by simple operations not requiring skilled craftsmen 
in the actual processes of production.** And strenuous efforts 
are being made to organize production still more completely 
upon this model, thereby relieving the industry of high labor 
costs. But some standardization of product is indispensable to 
standardization and simplification of processes. In a new in- 

“See, for example, B. Finney, “Mass Production Methods Used in Airplane 
Plant,” Iron Age, CXXIV, 1-5; and “Large Scale Airplane Production,” Avia- 
tion, XXIV, 320. Also, J. T. Nevill, “Increased Production with Decreased Per- 
sonnel,” ibid., XXVI, 2268. 
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dustry like aviation the manufacturers are confronted with the 
absolute necessity of continuous experiment upon the product 
in order to keep abreast of the development of the art. The con- 
stant changes in the specifications and design of the product, 
resulting from the unremitting urge to experimentation, tend to 
forestall the development of mechanized processes in which man- 
ual skill and careful “fitting” are unnecessary. It is not worth 
while to apply technical ingenuity to devising, or financial re- 
sources to providing, automatic or semi-automatic fabricating, 
stamping, drilling machines, and the like, when in the course of a 
few months design changes in the product will necessitate “scrap- 
ping” them. With the gradual settling down upon the major 
features of airplane design, however, there seems no reason to 
suppose that the aviation industry may not be nearly as fully 
released from dependence upon skilled labor as the automobile 
industry has been. 

The organization of the industry, at the inception of its great 
commercial expansion beginning in 1926, was extremely special- 
ized. For the most part, the engine-makers, the plane-builders, 
the accessory manufacturers, the transport and service operat- 
ors, represented separate and distinct branches of the industry 
from the business standpoint. Gradually at first, and latterly 
with accelerated momentum, the integration of these several 
branches has proceeded.*® Usually the mergers have been 
achieved through holding companies, though in a few instances 
outright absorption has brought units in several branches of the 
industry within a single corporate structure. No single branch 
has been the nucleus of these mergers. Of the two largest and 
most comprehensive concerns in the industry, one began prima- 
rily as a commercial transport business, the other sprang from 
airplane and more particularly airplane-engine manufacture. 
The accessory manufacturers seem to have retained a greater 
degree of independence than the other branches of the industry. 
This is chiefly due, no doubt, to the fact that aircraft accessories 
are often produced in conjunction with automobile accessories, 

* For a survey of some of the outstanding reorganizations in this direction, see 
E. Jones, “Mergers and Consolidations in the Industry,” Aviation, XXVIII (Jan- 
uary 25, 1930), 152. 
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which latter make up the bulk of their business. For instance, in 
1929, one accessory manufacturer frequently listed as an avia- 
tion enterprise, and in fact calling itself such, earned net profits 
more than double those of any other concern in any branch of the 
industry. But as it is unquestionable that the major part of these 
profits were earned from the sales to the automobile industry, it 
is not surprising that it is corporately more closely allied with 
automobile companies than with distinctively aviation interests 
—and it seems likely so to remain. Despite the example of one 
or two successful consolidations merging airplane and even en- 
gine manufacture with commercial air transport, there cannot be 
said to exist a pronounced tendency toward the integration of 
the manufacturing division of the industry and the operating 
division. This tendency has not manifested itself in European 
aviation; and even in America, according to a recent computa- 
tion, there are more than sixty independent manufacturers of 
aircraft and aircraft engines quite outside of the four or five inte- 
grated groups. It is worth noting, also, that some of these inte- 
grated units have been far from successful. Furthermore, there 
appears to be no theoretical likelihood of a general development 
in that direction, for the advantages which it offers, especially in 
the way of a closer check of performance on designing and by 
the provision of a wider distribution of risk, are probably more 
than offset by the loss of the benefits of speeialization. 

The development of aircraft marketing agencies has shown, at 
least in the United States, a pronounced tendency to affiliate 
with the branch of the industry engaged in the operation of air- 
ports. Probably this will continue to be the line of development 
for some time, at least until (a) the general public becomes bet- 
ter acquainted with the advantages of air travel and better as- 
sured of its safety, and (d) the maintenance of adequate and 
convenient airports becomes a recognized municipal function. 
Although the financing function is bound to remain an important 
part of the service rendered by these independent distributors, 
their demonstration function, both indirectly in connection with 
“sight-seeing rides” and air-taxi service, and directly in connec- 
tion with sales, and also their inspection and repair functions, 
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seem destined to continue for a long time prominent features of 
this branch of the industry. But already there are indications 
that certain of the large mergers can meet these conditions of a 
“slow” and uncertain market. They are building up their own 
centralized sales organizations and providing them with a net- 
work of service facilities covering the more important aviation 
centers throughout the country. In Europe, up to the present, 
independent marketing agencies have had only a minor develop- 
ment. Possibly the frequent requirement that subsidized air- 
transport operators must purchase their equipment from domes- 
tic manufacturers, together with the fact that government 
purchases constitute there such a preponderant part of the cur- 
rent demand, sufficiently account for this situation. And it may 
be noted that, so far as the marketing of transport planes is 
concerned, they constitute a special exception to the ordinary 
course of distribution even in this country. They are distributed 
almost entirely by direct sale from the factory. 

The organization of the export market has only recently been 
undertaken by American manufacturers. The comparative neg- 
lect of opportunities for expansion in this sphere is shown by 
the fact that only a minor portion of the American aeronautical 
production reaches foreign markets: 6 per cent by value in 
1927, 8 per cent in 1928, and 14 per cent in 1929. These figures 
contrast sharply with the 40 per cent exportation of Germany 
and the 25 per cent exportation of France. Again, with the United 
States producing approximately 65 per cent of the world produc- 
tion of airplanes in 1928, the American share in the world export 
trade of that year in aeronautical products amounted to only 17 
per cent. Latterly, however, American manufacturers have been 
turning their attention more and more to foreign markets. The 
American share in the aeronautical export trade of the world in- 
creased to about 29 per cent in 1929." 


“In partial explanation of the backwardness of the American industry in ex- 
ploiting foreign markets, it should be noted that the United States was not a sig- 
natory of the International Convention of Air Navigation, of 1920, and so did not 
secure for American manufacturers the benefit of the provision for mutual valida- 
tion of certificates of airworthiness. The consequence of this has probably been to 
restrict exports to European countries more than to other countries. 
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For the purpose of developing the export trade, three fairly 
distinct types of organization have been evolved. The most 
thoroughgoing exploitation of the foreign market is achieved 
through co-operative exporting organizations. The larger merg- 
ers have been chiefly responsible for the formation of these sales 
agencies designed to handle the varied products of all their con- 
stituent producing units. Intensive advertising campaigns, and 
the maintenance of foreign offices, with demonstration and serv- 
icing facilities, can ordinarily be undertaken only by these co- 
operative export-marketing agencies. A second method of enter- 
ing the foreign field is through a traveling representative of the 
manufacturer, selling directly and judging credit risks and sales 
possibilities as he goes. The third, and perhaps least satisfactory, 
method of reaching the export demand is through local resident 
agents. These have the advantage of knowledge of local condi- 
tions and exemption from prejudice against aliens; but they are 
handicapped severely by the lack of familiarity with the product 
and by a want of funds for sustaining a long and costly campaign 
for cultivating a spontaneous demand for aeronautical products. 

By the foregoing means, American aircraft manufacturers 
have been enabled recently to expand their export trade even 
more rapidly than their domestic trade. This is shown by Table 
IV. Whether upon a quantity basis or upon a value basis, it will 
be seen that the export trade more than doubled in these two 
years. At the same time, the domestic production of airplanes was 
increasing only 27 per cent.** But perhaps the most important 
facts disclosed by these figures are: (1) the predominance of the 
markets of the Western Hemisphere for American aeronautical 
exports, but especially of airplanes, of which in each year these 
markets took more than 75 per cent of the total exports; (2) the 
enormous expansion of the trade with Latin American countries 
recently; (3) the contrast of the comparative insignificance of 
the European demand for complete American aircraft with the 
substantial and growing European demand for American engines 
and accessories; and (4) the responsiveness of the demand for 
engines and parts, many of which are used as replacements, to the 


* See above, Table III. 
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cumulative increase of American aircraft in service abroad. On 
the whole, the data in Table IV tend to support the conclusion 
that a solid groundwork has been laid for the steady growth of 
international trade in aeronautical products. 


TABLE IV 


AMERICAN Exports OF AERONAUTICAL Propucts* 








1928 1929 





Importing Country 


Value ry No. Value 





Aircraft 





$ 685,712 | 38 $ 799,353 
190,133 II 1,624,501 


467,433 | 27 1,869, 398 
121,428 7 252,944 
238,075 | 14 1,013,730 
56,872 3 14,554 

















$1,759,653 | 100 $5,574,480 








Engines and Parts except Tires 





$ 718,161 | 37 $ 964,751 27 
45,935 | 2 227,232} 6 


189,594 | 10 777,041 | 22 
685,698 | 36 1,159,422 | 32 
261,416 14 448,074 12 

4, 266 I 26,536 I 








$1,905,070 $3,603,056 100 




















$3,664,723 $9,177,536 | 





* Figures for 1928 taken from United States Bureau of Foreign and Domestic Commerce, Foreign 
Commerce and Navigation, 1928, p. 172. Figures for 1929 taken from United States Bureau of Foreign 
and Domestic Commerce, Aeronautics Trade Division, Special Circular No. 17 (February 8, 1930). 


It is worthy of note, however, that the principal source of the 
foreign demand for aircraft is still from governments and gov- 
ernmental agencies. It is reported that sales abroad to private 
parties and business concerns are exceptional. Nevertheless, the 
steady expansion of international commercial air lines will un- 
doubtedly tend, both directly and indirectly, to foster interest in 
aviation in foreign countries and to promote the wider utiliza- 
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tion of the airplane as a means of travel and of transport. Indeed, 
it appears already that the extension of the airmail routes from 
the United States to several Central and South American coun- 
tries in recent months may be assigned as one of the factors re- 
sponsible for the remarkable increase noted in the aeronautical 
trade between these countries. Eventually there seems no reason 
to doubt that the distribution of the foreign demand between pri- 
vate and governmental sources will approximate the distribution 
of the domestic demand in the United States, though the extent 
and rapidity of the growth of private and commercial use of air- 
craft will depend upon the growth of wealth and industry. 

This review of the industrial and commercial organization of 
the aviation industry indicates clearly that it has established for 
itself an independent status or place in the economic structure. 
By this we mean that it is not “tied to the apron strings” of any 
older and more settled industry. It has not developed as an ad- 
junct or appendage of the automobile industry, notwithstanding 
that it has many similar problems and that it has had to look to 
that industry for much of its trained personnel. Again, it was 
dependent upon the automobile industry, during the experi- 
mental stage, for assistance in perfecting and providing suitable 
motors. Despite these technical relationships, and not overlook- 
ing the substantial interests of three or four of the larger auto- 
mobile manufacturers in certain branches of aviation, it remains 
true that the new industry stands today on its own feet, solving 
its own technical and commercial problems, and bidding for the 
resources it requires on its own credit. The same applies to its 
relationship, as a transport agency, to the railroads. It is estab- 
lishing its own lines, or “channels of trade,” and developing its 
own distinctive traffic. And one may feel confident that, having 
done its own pioneering, it will not, in future, readily submit to 
any move by the railroads to tie it up as a mere auxiliary to rail 
transportation. The experience of one or two railroads which 
have made attempts in this direction lends no support to an op- 
posite conclusion. 

In all this, industrial history is repeating itself. The telephone 
industry was not built up by, and has shown no tendency to be 
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dominated by, the telegraph industry. The radio industry in the 
same way has grown up independently of the wire communica- 
tion systems. So also, the rise of the automobile industry owed 
little to the carriage industry or the bicycle industry. The movies 
likewise did their own pioneering and have remained almost en- 
tirely free of technical, financial, or commercial dependence upon 
the theater interests. Without multiplying examples further, let 
us inquire why this should be so generally true. 

The explanation seems to be that the managers and directors 
of older industries, once they have succeeded in establishing as 
an economic “going concern” the special branch of industry with 
which they are primarily identified, lose their adventurous in- 
clinations. They tend to become skeptical of new processes and 
new products. They lose the “vision” of industrial pioneers. 
They become absorbed in the complicated routine of their own 
affairs and the ever recurring problems of adjustment and adap- 
tation of which no field of business enterprise is free. In these 
circumstances, it is only the far-sighted, uneasy, venturesome in- 
dividuals here and there who are ready to “cut loose from” a 
secure position and an assured income, and who have the gift of 
imparting their enthusiasm to other restless individuals (tech- 
nicians, salesmen, laborers) and to still others, with private cap- 
ital, who are willing to take great risks for the chance of great 
gains—it is only, in a word, adventurers who found new indus- 
tries. The aviation industry has been no exception. It illustrates 
again the resourcefulness and ingenuity of human kind, at its 
creative best, in “outwitting” Nature, and still more in escaping 
from the dead hand of social custom and inertia. 


Myron W. WATKINS 


University COLLEGE 
New York UNIVERSITY 





RECENT NATIONAL TRADE AGREEMENTS IN 
THE SILK HOSIERY INDUSTRY 


: Wade ag provisions of two recently negotiated national 
trade agreements show that a significant effort is being 
made toward stabilizing the silk hosiery industry. The 

first and basic agreement, entered into by several manufacturing 
establishments, on the one hand, and the American Federation 
of Full Fashioned Hosiery Workers, on the other, for a period of 
one year from September 1, 1929, has been followed in 1930 by 
another, which, while based upon the first, contains important 
new provisions. The Hosiery Workers form an autonomous 
branch of the United Textile Workers, an organization affiliated 
with the American Federation of Labor. Although they have 
only about 15,000 members, the agreements reached apply to 
nearly half the national output of silk hosiery, and enable the 
union to function as an essential instrument for the much needed 
stabilization of the industry. 

A brief account of the conditions out of which the basic agree- 
ment emerged will contribute to a better understanding of de- 
velopments. The output of full-fashioned silk hosiery has ex- 
panded tremendously during the last six years in response to style 
changes. As a result of the seemingly insatiable demand from the 
feminine population, established companies greatly increased 
their production facilities, and many new firms appeared. The 
result, as might be expected from the history of many industries, 
stimulated by an exceptional expansion of demand, has been an 
overdevelopment which has led to keen competition and price- 
cutting among the various manufacturers. A sellers’ market has 
changed to one more to the liking of buyers. Of course, condi- 
tions have been made particularly bad for the producers by the 
present business depression, but there are reasons for believing 
that the demand for the product may be less than during the 
recent boom even after the depression has passed. The stock- 
ingless mode, which first appeared on a small scale in the summer 


69 





70 LYLE W. COOPER 


of 1929, is bound adversely to affect the demand, and the recent 
increase in the length of women’s dresses is likely to have the 
same effect, by reducing the expenditure which women will be 
inclined to make for a less conspicuous item in their wardrobe. 

Under the conditions of overexpansion and severe competi- 
tion which had already arisen in 1929, it was inevitable that 
manufacturers should begin to look about for methods of reduc- 
ing costs. The price of imported raw silk, the largest single 
factor in operating costs, is not subject to effective control in 
this country. Nor, in the prevailing state of competition, do ad- 
vertising and other marketing expenses appear to lend themselves 
to substantial economies. Efforts to reduce expenses have been, 
therefore, largely concentrated on reducing labor costs. In this 
connection two general developments have occurred. One takes 
the form of larger and faster knitting machines, many of which, 
surprisingly, are imported from Germany. The other method of 
economizing on labor involves the reduction of wages, by lower- 
ing piece rates and placing the knitter in charge of more ma- 
chines. 

Not all the workers in the industry are members of the union. 
Although the union includes other workers in the hosiery mill be- 
sides knitters, these employees, who are the most skilled group, 
maintain a dominant position within the Hosiery Workers. The 
knitters are all men, for the most part in their twenties. Various 
other operations are performed by women and girls. On a con- 
servative estimate more than half of the operating force in the 
typical mill consists of female employees; and the bulk of these 
employees in unionized mills, with the exception of toppers, are 
not members of the Federation of Full Fashioned Hosiery Work- 
ers. There are, moreover, numerous non-union mills. 

Owing to the presence of the non-union mills, the workers 
were not in a strong position to resist cuts in wages. The wages of 
the knitters are on a piece-rate basis and a large proportion of 
those working under union conditions made $60 or more for a 
full week’s work before the present depression. To more than a 
few managers of hosiery mills such earnings doubtless seemed ex- 
cessive. They paid them reluctantly as long as profits were high; 
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but, with the leaner years which now appear definitely to have 
settled upon the industry, the knitter’s pay envelope, naturally 
enough, affords an extremely attractive target. The record 
for good marksmanship of non-union managements has been 
high: they have introduced many high-speed, fine-gauge knit- 
ting machines, operated under what is known as the two-machine 
system. This system requires that the knitter be in charge of 
two machines instead of one, as has been customary in the union 
mills. He is assisted by a helper, but the hosiery company saves 
approximately the difference between what the helper is paid and 
the larger amount a skilled knitter would have received. And 
certain mills have carried the multiple-machine system even to 
the point where one knitter is responsible for six machines. 

In view of this situation, the managers of unionized mills, cen- 
tering largely in and around Philadelphia and in Milwaukee, 
sought concessions from the Hosiery Workers whose rules re- 
quired that members should not operate more than one machine. 
The unicn asserted that the two-machine system causes excessive 
strain on the knitter, that the quality of work suffers, and that a 
problem of unemployment is created. Unemployment is the ma- 
jor concern. First, it is feared that to require knitters to be in 
charge of more than one machine will make necessary the per- 
manent lay-off of some of those now employed. And a further 
accentuation of the unemployment problem is likely to result 
from an increase in the relative number of helpers, who, of course, 
all have the ambition to become full-fledged knitters. More help- 
ers than the industry can reasonably expect to absorb are a po- 
tential source of competition to the knitters—a lesson painfully 
learned in strikes affecting non-union establishments, which, the 
union claims, follow a studied policy of maintaining a surplus of 
helpers in the expectation of using them as strikebreakers, under 
the inducement of permanent employment in place of blacklisted 
knitters. 

The difficulties for the union revolving around the two-ma- 
chine system are the old ones concerning the proper course for 
organized labor to adopt toward technical changes which threat- 
en to undermine the skilled worker’s status. Confronted with 
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such a danger, the human impulse is not to compromise, lest the 
union should be weakened. This attitude resulted in the rule 
which required one knitter to each machine. But a large part of 
the recent expansion in the industry has been in the non-union 
branch, and many of the open shop mills are in the South. What- 
ever may be the final outcome of the two-machine system, con- 
cerning which union officials continue to profess skepticism, the 
system became a competitive menace to the unionized half of the 
industry. Mills dealing:with the union contended that they must 
have lower operating costs to meet competition from firms over 
which the union does notaow have control, and that the two-ma- 
chine system affords some hope of relief. Unless a compromise 
had been reached, open warfare in the shape of strikes and lock- 
outs would almost certainly have come. In the condition of the 
industry, and with the non-union concerns in a strategic position 
to reap major benefits from conflicts within the unionized part of 
the industry, careful planning was needed t: avoid disaster for 
the union. ‘ 

Greatly to the credit of the Hosiery Workers and their officials, 
a realistic program was worked out which promises to meet the 
existing critical situation. This program, embodied in the pre- 
viously mentioned national agreement, went into effect for the 
year beginning September 1, 1929. Concerning the difficult ma- 
chinery issue, each mill is permitted to place 25 per cent of its 
equipment of specified types under the two-machine system, the 
“doubling-up,” however, not to exceed 15 per cent during the 
first six months of the agreement. 

Other features of the national agreement, while not possessing 
the novelty characterizing the method of attempting to meet the 
machinery problem, are equally vital to the ultimate success of 
the agreement. One feature is the introduction of a systematic 
procedure for disposing of grievances. To settle differences 
which cannot be solved through direct negotiation, Dr. Paul 
Abelson has been appointed as impartial arbitrator for the in- 
dustry. His record of achievement in a similar capacity in the 
fur industry presages well for managements and wage earners in 
the unionized mills. Another feature of the agreement, regarded 
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as of Ley importance to a stable and satisfactory outcome, is the 
organization of the employers into an association one of the prin- 
cipal functions of which is to bargain collectively with the union 
on a national scale. This provision, in such a highly competitive 
industry as the manufacture of silk hosiery, can be utilized to 
great advantage in attaining standardization of wages and work- 
ing conditions, thus removing a type of cut-throat competition 
calculated to undermine minimum labor standards. Finally, the 
agreement provides for time and effort studies, jointly supervised 
by management and union representatives. While for the present 
such studies are limited to certain spe :ial operations, the princi- 
ple of joint responsibility for production standards is recognized, 
and the possibility of more far-reaching changes is implicit. 

The provisions that have been discussed are carried over into 
the 1930 agreement. The feature in the new agreement of most 
immediate significance is a reduction of piece rates averaging 20 
per cent. This co. ession on the union’s part is designed to assist 
the manufacturers in meeting non-unicn competition. Because of 
further application of the two-machine system, officials of the 
union do not anticipate that full-time earnings will be reduced as 
much as 20 per cent. In return for the wage concession the mills 
agree to introduce the equal division of work, a principle strong- 
ly adhered to by organized labor. In this instance, equal division 
of work is expected to provide income for 6,000 members of the 
union who have experienced much unemployment during 1930. 
A further important concession is made by the manufacturers in 
that they agree to establish an insurance fund from which unem- 
ployment benefits are to be paid. Professor Paul H. Douglas is 
supervising the inauguration of the insurance plan. The initial 
arrangement is for the companies to make contributions, begin- 
ning August 1, 1930, amounting to 1 per cent of the weekly pay- 
roll. To begin with, the union makes no contribution, although it 
is agreed that later it shall pay an amount equal to one-half that 
contributed by the employers. The experience with similar funds 
in the clothing industries indicates that the initial percentage of 
contribution will be inadequate. But experience also indicates 
that establishment of the principle of systematic responsibility on 
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the part of employers for alleviating unemployment by the in- 
surance method is a vital first step to further accomplishment in 
this direction. Should conditions be at all favorable, doubtless 
more generous contributions will come in time. 

The conclusion is warranted that both the companies and the 
union are seeking to do more than to overcome a crisis in their 
affairs: they are looking ahead to a period of orderly develop- 
ment. On the negative side, both have much to gain through 
avoiding strikes and lockouts which are damaging whether won 
or lost. Positively, the way appears to be prepared for an attack 
on production problems that affords decidedly greater hope of a 
satisfactory outcome through the circumstance that the organ- 
ized assistance of the workers is enlisted. In this exists the basis 
for approaching non-union managements, some of whom have 
doubtless learned that absolutism in dealing with wage earners is 
not the best way to obtain their co-operation. At the same time, 
the Hosiery Workers have no illusions concerning the reasona- 
bleness of the typical management operating on the open-shop 
basis. Militancy, the union recognizes, is often an unavoidable 
preliminary to wisdom: strikes have recently occurred in Indi- 
anapolis, in Paterson, and in the Philadelphia district. Those 
who are anxious that the effort at industrial statesmanship evi- 
denced by the leaders of the Hosiery Workers and by the man- 
agements of unionized mills shall be rewarded by a stabilized and 
prosperous industry, will also hope that many non-union mills 
can be won over to the national agreement. Fifty per cent union- 
ization represents genuine achievement in this country, where in 
many industries there is virtually no labor organization. How- 
ever, an even division of the hosiery industry between union and 
open-shop establishments is a precarious one that is not likely to 
remain permanent. In such an unstable condition of equilibrium, 
the balance of power may easily shift either way. In time, this is 
certain to happen. Under existing conditions, the time will prob- 
ably arrive soon. 

The alert officials of the Hosiery Workers evidently have un- 
derstood fully the urgent need for immediate action. Hence, their 
offer of co-operation in the solution of production problems, com- 
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bined with the threat, if the offer is not accepted, of interrupted 
production through the withdrawal of labor. Furthermore, the 
union realizes that to carry out its program most effectively, a 
more comprehensive organization of the workers in each mill is 
essential. The knitters, in the nature of the case, will doubtless 
remain the principal group within the union’s ranks. But the na- 
tional agreements supply evidence of a clear realization that the 
active interest and aid of other employees, largely women and 
girls, is imperative. In both agreements the union has been con- 
ceded the right to carry on organization work in those depart- 
ments where there are no union members, as well as in those now 
partially or wholly organized. 

This provision must have caused qualms on the part of the 
management of more than one hosiery mill recognizing the union. 
Doubtless it seemed to invite “trouble,” for the disposition of 
most employers is to “let well enough alone,” and certainly not 
to lend even passive assistance to the organization of additional 
employees. But probably the logic of the situation, as well as the 
pressure of the union upon managements, prompts acceptance of 


the principle that the active co-operation needed must come from 
all employees and not from knitters alone. With the new orien- 
tation that is in process of developing, the union, because it em- 
bodies the latent aspirations of all the hosiery workers, is in a 
position to enlist their active support. 


LyLe W. Cooper 
MarQuette UNIVERSITY 





THE ITALIAN SCHOOL OF MATHEMATICAL ECONOMICS 


ITH a few glorious exceptions, so little attention have 

German economists paid to pure theory and especially to 

mathematical economics since the days of the unfortunate 
Methodenstreit over the réle of induction and deduction, that one has 
become accustomed to find works on pure theory in almost any lan- 
guage except that of Gossen and Von Thiinen. The recent work by Dr. 
Kiihne’ is therefore a happy surprise for it suggests a renewal of in- 
terest on the part of German economists in this field. 

The importance of this book lies not so much in its exposition of the 
theories of Pareto, Barone, and Amoroso—although this is well done— 
as in the critical evaluation of these theories.” 

Kiihne believes that the chief contribution of Pareto, the leader of 
this school, is his attempt to establish the theory of demand and sup- 
ply on an unequivocal basis, namely, the utility calculus, and to follow 
out the implications of this theory to their logical conclusion. He there- 
fore traces the development of Pareto’s theory from utility or ophelim- 
ity to indifference curves, and from indifference curves to functions or 
indexes of indifference curves, and shows the relation of this theory to 
the equation of exchange and to the problem of the pricing of indirect 
(producers’) goods. 

*Otto Kiihne, Die mathematische Schule in der Nationalékonomie. Band I. 
1. Teil: Die italienische Schule (bis 1914) (Berlin und Leipzig: Walter de Gruyter 
& Co., 1928), pp. xiv-+ 308. 

* The scope of this book is, however, somewhat narrower than that suggested 
by its title. Its object is not to give a detailed, critical survey of the development 
of mathematical economics in Italy, but to examine the advantages and limita- 
tions of the mathematical method in economics as it is exhibited in the works of 
Pareto, Barone, and Amoroso. 

A philosophical discussion of the nature of mathematical knowledge (11 pages) 
introduces the main body of the book, which is divided into three parts: I. The 
nature and principles of “pure” economic theory (38 pages) ; II. The general theo- 
ries of economic statics and dynamics (102 pages) ; and III. Special applications to 
distribution, production, and taxation theories (143 pages). A statement of sum- 
mary and conclusions is included in the last part and takes up 11 pages. 

Approximately half the book (the first two parts) is given over to utility analy- 
sis and indifference curves, and their application to demand and supply. Theories 
of distribution, production, and taxation are, according to the author’s conception 
of the scope of pure economics, simply special applications of general utility analy- 
sis; that is why they are relegated to Part III. 
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To understand Kiihne’s analysis, it is necessary to keep in mind the 
following facts: The primary motive behind the changes in Pareto’s 
theory was, as Pareto himself has told us, his desire to build his system 
of economics on an objective, measurable basis. As utility is not a 
measurable quantity,® and therefore not a suitable basis for a general 
theory of exchange, Pareto in his later researches abandoned it in favor 
of the indifference curve approach. As this approach is rarely, if ever, 
referred to in American texts on economics, and as some familiarity 
with it is vital to an understanding of Kiihne’s thesis, the following ob- 
servations are in order: 

The notions of indifference curves, contract curves, and lines of 
preference were introduced by F. Y. Edgeworth, who was the first to 
write the utility of a commodity as a function not only of the quantity 
of it possessed, but also of the quantities of other commodities.* Edge- 
worth started out with the notion of utility, which he assumed to be a 
known and measurable quantity, and deduced from it the notion of in- 
difference curves. Pareto inverted the problem; starting out with the 
notion of indifference curves, a notion given directly by experience, he 
showed how we can, with their aid, proceed to determine economic 
equilibrium and to obtain certain functions which will represent ophe- 
limity (utility) if they exist. In any event, we can obtain indexes of 
ophelimity. 

Edgeworth’s procedure may be illustrated as follows: Let x and y 
represent respectively the quantities of two commodities A and B pos- 
sessed or consumed by an individual in a unit of time. Let P—=F (x, y) 
represent the total utility or ophelimity derived from any combination 
of x and y. Then P=F (x, y) may be thought of as a surface, P denot- 
ing the length of the ordinate drawn from any point on the plane, x, y 
to the surface. This surface is usually convex like a dome, with a single 
maximum point, but it need not always be; there may be two maxima. 
Furthermore, the surface need not extend indefinitely over the plane. 

Let this surface be cut by planes parallel to the plane of the x, y 
axes. Each intersection forms a curve which may be called an indiffer- 
ence curve. It is the locus of points representing all possession- or 
consumption-combinations of x, y which have a given total utility. In 
Figure 1, the number attached to each curve represents the amount of 

* Vilfredo Pareto, Manuel d’économie politique, §32, pp. 263-65. 

“The advantage of the indifference curve approach “is that it is applicable to 
the particular cases of imperfect competition; where the conceptions of demand 
and supply at a price are no longer appropriate.” (F. Y. Edgeworth, Mathemati- 
cal Psychics (London, 1881], p. 31.) 
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this utility. The curves may be looked upon as contour lines, the num- 
bers attached to them being the elevations above sea-level (zero utili- 
ty). The difference between any two numbers is the difference between 
the total utilities of the combinations in question. 

Pareto argues that the total utility function is not known and may 
not even exist. What we do know or can obtain are the indifference 
curves. Thus, we may ask a person who possesses, say 100 apples and 
100 nuts, “How many nuts would just induce you to part with 10 ap- 
ples? with 20 apples?” etc. “How many apples would just compensate 
you for the loss of 10 nuts? 20 nuts?” etc. The responses of the indi- 
vidual will give us the various combinations of apples and nuts which 
give him the same satisfaction as the possession of 100 apples and too 
nuts. Let the combinations be: 

mes sl se we 140 120 100 80 60 
Apples. . - + 80 go 100 140 180 


Similar series may be obtained by starting out with another original 
combination, say 200 apples and 200 nuts. Such series are called in- 
difference series.° If the quantities of the commodities can be assumed 
to vary by infinitesimal amounts, the indifference series may be repre- 
sented by indifference curves. A few typical indifference curves are 
shown in Figure 1, but the numbers attached to these curves no longer 
necessarily measure utility. They are simply indexes. All that they 
show is that one series of combinations, say that marked by 9, is pre- 
ferred by the person in question to that marked by any lower figure 
such as 8 or 7. The difference between any two figures does not nec- 
essarily measure differences in utility. 

For three commodities the indifference curves are families of in- 
closed planes—triangles or circles. For four or more commodities they 
are varieties in hyperspace. 

That differences between the indexes of two indifference curves do 
not necessarily measure differences between utilities, or that from a 
knowledge of the indifference curves we cannot deduce the utility sur- 
face (if it exists), is evident from the fact that there are any number of 
utility surfaces, whose horizontal sections, when projected on the x, y 
plane, form one and the same family of indifference curves. 

But utility surfaces are not indispensable for the problem of deter- 

* A psychological experiment designed to determine the shape of a simple in- 
difference curve was conducted last year by the writer’s colleague, Professor L. L. 
Thurstone, of the Department of Psychology. The results will be published in the 
Journal of Social Psychology for May, 1931. 
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mining economic equilibrium. They may be replaced by indifference 
curves which might be obtained by experiment, and these (together 
with the other well-known conditions) are sufficient to determine the 
various unknowns of the problem. 


‘id 
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O x 








Fic. 1.—A typical family of indifference curves for two independent com- 
modities. 


A thoroughgoing analysis of the relations between indifference func- 
tions and utility functions must consider, among other things, the fol- 
lowing questions: 

1. What are the properties of the indifference curves of consumers 
and of producers? 

2. What difficulties are introduced in the analysis when the number 
of variables (commodities) for which indifference combinations are 
desired exceeds two? 

3. Is there any sense in talking of a utility function when the satis- 
faction which an individual derives from the consumption of various 
commodities depends not only on the quantities of the different com- 
modities, but also on the order in which they are consumed, i.e., on the 
combinations which can be made of them? 

It took Pareto a considerable number of years to derive answers to 
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these questions,® and a discussion of them constitutes an important 
part of his mathematical theory of equilibrium. His conclusions may 
be stated in his own words: 


Abstracting a constant, which serves to fix the unit of measure, we may 
obtain an unequivocal correspondence between the quantities given by ex- 
perience which serve to determine the lines, or the varieties (in hyperspace) 
of indifference, and the pleasures (ophelimities) which the individual enjoys 
who having reached the point x, y . . . . consumes dx, dy, .. . . dt in the two 
following cases: I. When the order of consumption is indifferent, and when 
we know that the pleasure resulting from the consumption of dx depends 
only on x, that resulting from the consumption of dy depends only on y, etc.; 
II. When the pleasure is different depending on the order of consumption; if 
we assume that it is possible to make the necessary experiments for this de- 
termination. 

The case which remains excluded is, therefore, that in which the order of 
consumption is indifferent, and the pleasure resulting from the consumption 
of dx depends on x, y, . . . . ¢, that resulting from the consumption of dy 
depends on x,y, ... . #, etc. 

In the case where the order of consumption is indifferent, there exists a 
function of x, y, . . . . ¢ such that the partial derivatives of this unique 
function represent the indices of pleasure or the pleasures of the consumption 
of dx,dy, . . . . dt brought about by leaving the point x,y, ... . ¢. 

In the case when the order of consumption influences the pleasure, this 


unique function does not exist as long as the path to be taken is not deter- 
mined.’ 


Kiihne wholeheartedly accepts the conclusions reached by Pareto 
when he adopted the indifference-curve approach. In fact, he calls 
Pareto the Archimedes of mathematical economics (pp. 229, 296) ; but 
he criticizes him for having made several errors of analysis before he 
adopted the new approach, i.e., while he was still considering the utility 
of a commodity as depending only on the quantity of that commodity 
that is possessed. Kiihne argues (p. 81) that on the basis of this as- 
sumption, it is impossible to construct either a marginal-utility curve 
or a total-utility curve, because we do not know the need-intensity or- 
der of the various commodities. He illustrates his point by means of 
the following diagram (p. 79). 

*“We also started out by establishing the theory of economic equilibrium on 
these notions [utility], as all the economists were doing at that time. But we have 
subsequently discovered that it is possible to do without them, and we have de- 
veloped the theory of choices, which gives greater rigor and clarity to the entire 
field of economic equilibrium.” (Pareto, op. cit., Appendix, §6, p. 543, n. 1.) 


* Pareto, op. cit., Appendix, §19, pp. 555-56. 
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Let the curve aa’, bb’, cc’ represent respectively the final-degree-of- 
utility functions of the three commodities A, B, and C, the quantities 
of the three commodities being measured on the OX axis and the final 
utilities on the OY axis. Then, argues Kiihne, the order of consump- 
tion of the individual will be as follows: First, he will satisfy his great- 
est desire, which is for A, by purchasing Or, units of it. The ordinate 
r,H represents the final degree of utility corresponding to Or, units of 


FINAL DEGREES 
OF 
UTHiTyY 








| 
| 
| 
“, 
QUANTITIES OF COMMODITIES 


Fic. 2.—The need-intensity order of three commodities with different utility 
curves according to Kiihne. (For the correct arrangement according to need- 
intensity, see the text.) 


A. It also represents the final degree of utility corresponding to Or, 
units of B. At the point H it is therefore a matter of indifference to him 
whether he will consume another unit of A or of B. Between the points 
H and J the greatest desire is that for B. The individual will therefore 
consume Or,—Or, units of B. This brings him to the point J. To the 
right of this point, the desire for commodity C is greater than that for 
commodity B. He will, therefore, purchase the former instead of the 
latter. The composite final-degree-of-utility curve depends on the need- 
intensity of the various commodities which determine the order of con- 
sumption that will be followed. It is the shaded curve aHJc’, which is 





82 HENRY SCHULTZ 


made up of segments of the three utility curves. Now this need-intensi- 
ty curve ( Bediirfnisdringlichkeitkurve ), argues Kiihne, is a necessary 
datum in the utility analysis, and it was overlooked by Pareto, with 
the result that his theory remained defective until the adoption of the 
indifference-curve approach. The latter approach avoids the difficul- 
ties raised by the question of order of consumption, because an indif- 
ference curve is essentially the locus of such points of intersection as 
H, J, at which the total utility of the quantities of the two commodities 
in question are equal to one another. 

In this criticism, however, Kiihne has himself fallen into error. As 
his three curves stand, they cannot be compared with one another be- 
cause it is perfectly meaningless to plot heterogeneous quantities on 
the same (horizontal) axis. When the quantities of the three com- 
modities are expressed in terms of their only common denominator— 
money—the problem of order of satisfaction of wants is solved by con- 
structing a composite final degree of utility curve from the three curves, 
aa’, bb’, cc’, in the same way in which a market-demand curve is con- 
structed from the demand curves of the individual traders. This is 
done by adding for each final degree of utility (ordinate) the amounts 
of the three commodities having that utility, and taking this sum as 
the abscissa of the aggregated curve, the ordinate as before represent- 
ing final degree of utility. The various (infinitesimal) portions of the 
three commodities are now arranged in perfect descending order. This 
is the order which the hypothetical economic man would adopt. 
Kiihne’s difficulty simply does not exist. It is of no consequence that 
a segment of the curve cc’ should lie above a segment of the curve 5d’ 
or that a segment of the curve 5d’ should be above both the other 
curves. The individual does not compare segment Jc’ of commodity 
C with the segment Jb’ of commodity B. He arranges the various 
units of the three commodities in the order of their marginal utilities. 
A graphic representation of this order may be obtained (only if the 
commodities have first been expressed in terms of a common denom- 
inator, i.e., money) by constructing a composite final-degree-of-utility 
curve in the same manner in which a market-demand schedule is de- 
rived from the demand schedules of the individual traders. 

The reader may perhaps wonder whether this labor on the part of 
the mathematical economists has not been a waste of time from the 
point of view of practical achievements. What, he may ask, has all this 


*It is surprising that Kiihne, who recognizes this in his footnote 140a, should 
think that in spite of this his point is well taken. 
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to do with a concrete problem centering around demand and supply? 
The answer is that the properties of the utility functions and indiffer- 
ence curves are very intimately related to certain characteristics of the 
laws of demand and supply. As an example, let us consider the demand 
and supply of an individual who has two or more commodities at his 
disposal. If the consumptions of these commodities are independent of 
one another, the quantity of any commodity demanded always de- 
creases with an increase in its price; the quantity supplied, however, 
at first increases and then decreases as price increases. When the con- 
sumptions of these commodities are not independent of one another, 
the quantity demanded may at first increase and then decrease with 
an increase in price, i.e., the demand curve may be positively inclined 
for part of its extent; and the quantity supplied may at-first decrease 
and then increase with an increase in price; i.e., the supply curve may 
be negatively inclined for part of its extent.® In the reviewer’s opinion, 
a study of these theoretical relationships will throw a flood of light on 
the problems connected with the derivation of demand curves from 
statistics.*® 

What rdéles do production and distribution play in the foregoing 
theory? Kiihne’s discussion of this question leaves much to be de- 
sired. He considers these subjects as special applications of the utility- 
demand-supply analysis, and treats them briefly as such. In the re- 
viewer’s opinion, this is not a proper distribution of emphasis, for in 
the Walras-Pareto treatment of general economic equilibrium, the 
theories of production, circulation, and capitalization are just as im- 
portant as those of utility and exchange; and are not merely special 
applications of the latter. This can be readily seen from an examina- 
tion of Walras’ Eléments or Pareto’s Cours and Manuel. This im- 
proper distribution of emphasis might not have been so serious had 
Kiihne’s discussion of production—he fails altogether to discuss the 
theory of circulation and capitalization—been preceded by a general 
survey of Walras’ theory. This would have had the additional advan- 
tage of providing a historical background and a point of departure for 
the work of the Italian school, but Kiihne gives no such general intro- 
ductory survey. There is danger, therefore, that the reader who is ap- 

* The supply curve referred to is that which relates to successive portions of a 
commodity when the total quantity of it is fixed for the time being. It is not the 
usual supply curve associated with changes in production. 

* See Henry Schultz, “Der Sinn der statistischen Nachfragekurven,” Verdffent- 
lichungen der Frankfurter Gesellschaft fiir Konjunkturforschung, June, 1930, pp. 
74-76. 
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proaching this subject for the first time will get a distorted view of the 
field of pure theory. He will not know, for example, that there are 
important differences between Walras’ and Pareto’s treatment of co- 
efficients of production—differences which have not as yet been satis- 
factorily cleared up, and which are likely to trouble the careful student 
—or that it is the use of the coefficient of production which serves to 
distinguish the Lausanne school from the Austrian school. 

But, if Kiihne’s treatment of the “applications” of pure theory to 
production, distribution, and taxation is not so satisfactory as is his 
treatment of utility, demand, and supply, it contains, nevertheless, 
valuable expositions and analyses of several important topics to which 
comparatively little attention has been paid. Among these may be 
mentioned: (1) Pareto’s theorem that the determination of the co- 
efficients of production under free competition is such as to bring 
about a maximum of ophelimity with a minimum of cost; (2) Pareto’s 
theory of international trade; (3) Barone’s theory of productivity in 
a collective economy; and (4) Amoroso’s contributions to the theory 
of monopoly, distribution of income, and taxation. Students of eco- 
nomic theory will be grateful to Kiihne for having provided a con- 
venient summary and a critical discussion of these subjects. The 
reviewer feels that had Pareto’s theory of international trade been 
generally known and understood, a good many of the theoretical dis- 
cussions which have centered around this problem in the last few years 
would never have taken place. He is particularly glad to find a treat- 
ment of Amoroso’s contributions, for the work of this economist de- 
serves to be much better known than it is. 

Kiihne’s discussions are based almost entirely on the papers which 
Pareto, Barone, and Amoroso contributed to the pages of the Giornale 
degli economisti. He makes little use of Pareto’s Cours or Manuel. 
While this has its advantages, since the contents of these papers have 
not as yet been exploited for all that they are worth," it has probably 
been responsible in part at least for his overemphasis on utility and 
demand, and for his underemphasis on production and distribution. 

What the reviewer misses most, however, is a general historical in- 
troduction which would set in their proper perspective the contribu- 
tions of the “Italian school” as defined by Kiihne. It is generally rec- 
ognized that had there been no Walras, there would have been no 

“He who would collect the most important of these papers and publish an 


English translation of them would make an important contribution to economic 
science. 
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Pareto. For Pareto himself has told us how under the inspiration of 
Pantaleoni he reverted to the works of Walras, from which he had been 
repelled at first by the metaphysical conceptions which Walras em- 
ployed in common with his contemporaries, and found there the golden 
conception of economic equilibrium.** Why, then, is there no intro- 
duction to Walras’ system as a background for Pareto’s structure—a 
background which would have made Pareto’s contributions stand out 
more clearly, and which would have facilitated the task of the student? 
Furthermore, why is Pareto classified as a member of the Italian 
school rather than as a member of the Lausanne school? Again, are 
Pareto, Barone, and Amoroso the only mathematical economists that 
Italy has produced? What about Ricci and Boninsegni, to mention 
only two? 

In short, Kiihne’s book is not properly oriented, and it does not give 
a well-balanced picture of the entire field of pure economics. However, 
it is a scholarly, painstaking, and critical work. Kiihne has brought to 
the surface the underlying assumptions of the basic theories of three 
Italian economists and has given a critical analysis of them. He must 
have spent a tremendous amount of time and effort on the literature of 
his field, and has produced a valuable addition to the literature of the 
subject. 

HENRY SCHULTZ 
UNIVERSITY OF CHICAGO 


* Henry L. Moore, Synthetic Economics, p. 101, especially footnote 7. 





A FILIPINO’S POINT OF VIEW 
(FORBES’S THE PHILIPPINE ISLANDS)'* 


EING a Filipino, asked to write a review of The Philippine 
Islands by our former Governor-General, W. Cameron Forbes, 
I feel the influence of that Filipino trait referred to by him (II, 
68): “Not in vain were the years of Spanish dominion, and the Fili- 
pino learned something of the Castilian practice of being superlatively 
polite. It is a national trait to endeavor to say the thing that will please, 
and the Filipino is very apt to talk to the desire of his hearer. If, for 
example, his interviewer is an ardent anti-imperialist, the information 
given is very likely to be that which will please the ear of his inter- 
locutor and strengthen the cause of anti-imperialism. If, on the other 
hand, he is talking to some one who, from the tenor of his remarks, 
clearly believes that America should stay in the Islands, the Filipino 
is apt to give evidence supporting that view. Americans should always 
bear this in mind in seeking information of Filipinos lest they should 
take the evidence thus secured as too definite 

I have always considered myself a good friend of both Governor 
Forbes and Governor Frank W. Carpenter, and, in harmony with the 
alleged Filipino tradition of politeness, I should say nothing that would 
displease the two friends. Fortunately, it is not even necessary to be 
polite to praise this two-volume work. As a compendium of history, for 
the period of American occupation, it is excellent. It gives reliable 
source materials, leading to references which a student of Philippine 
affairs must necessarily go through. It is so complete in its treatment 
of Philippine progress that, in the chapter on education, it even refers 
to “Dencio Cabanela, believed by many to be the greatest boxer of his 
weight who ever lived,” and to Pancho Villa, who became the world- 
champion in the featherweight class (II, 456-57). 

It is apparent even from a reading of the Foreword that the whole 
work, besides being a substantial compendium of history, a source book, 
comprises also the memoirs of Governor Forbes, based, as he states, 
upon a collection of significant clippings and on his copious journals 
and correspondence. As such it gives interesting information, but it is a 

* The Philippine Islands. By W. Cameron Forbes. Boston: Houghton Mifflin 
Co., 1928. Vol. I, pp. v-+620; Vol. II, pp. v-+636. 

II, 68. 

86 ° 
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question whether a less ponderous but more readable book would not 
have been better appreciated by the book-reading public of both Amer- 
ica and the Philippines. 

Governor Forbes and Governor Carpenter are two Philippine “old- 
timers” who could turn out very interesting and valuable memoirs of 
their official life in this country. Both have witnessed a transition pe- 
riod in the cultural development of the Filipino people, taking rather 
active part in it. Both have been characterized by gentlemanly quali- 
ties in their personal dealings with the Filipinos. If they could write 
about events and individuals in the Philippines in a more personal and 
less formal manner, they would provide professional historians with 
really valuable materials and interesting points of views. But the fusion 
of history and autobiography into one work makes an awkward com- 
bination. And it is not fair to the author, for in trying to be a historian 
he is forced to repress his own personality and, for modesty’s sake, 
mention events and policies without referring to his own part in them. 
If he does write from a personal point of view, he opens himself to the 
charge of being egotistical. 

Having gone thus far, if I were to adhere strictly to the alleged Fili- 
pino tradition of trying to please one’s friends, I should simply stop 
writing. But having grown up under the influence of the American 
public school described in Governor Forbes’s work, and having imbibed 
some of the American frank and critical spirit—the absence of which 
in the oriental is deprecated by Governor Forbes (II, 99)—I would be 
untrue to the Americanism assimilated by Filipinos did I not proceed 
farther, and analyze these two volumes chapter by chapter. My main 
aim is not to criticize any statement in the book, but merely to take 
advantage of such statement in bringing out a Filipino’s point of view. 

The first chapter on “The Philippine Islands” is a description of the 
land, the resources, and the people. The author shows a sympathetic 
understanding of the people, their life, and characteristics. The usual 
foreign author’s praise of the Christian Filipino woman is given con- 
siderable space. There is recognition that “the family life of the Fili- 
pino is generally happy. It is rare to see a homeless aged or crippled 
person. Those without near relatives are taken into the homes of ac- 
quaintances among the more affluent members of the community or re- 
ceive aid otherwise from private persons.” It is a disregard of the exist- 
ence of such a close family system that caused some high American 
officials to be shocked by alleged cases of slavery, discussed under 
“Labor” (I, 528-33). In marked contrast with many American writers, 
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the author does not regard the different dialects as “evidence of lack of 
unity and cohesion of the Philippine people.” “But the fact is,” he says, 
“that the people are reasonably similar in type, generally so in religion, 
have the same ideals and characteristics, and are imbued throughout 
with a great pride in their race and desire for its advancement.” 
Chapter ii is on “Early History.” Exception will at once be taken 
to the first statement that “Philippine history may be said to have be- 
gun with the death of Magellan, who was killed in battle on the little 
island of Mactan near Cebu.” The very next page refers to authentic 
sources indicating 
that the Islands now known as the Philippines were a dependency of succes- 
sive Hindu-Malayan empires in Indo-China, Sumatra, and Borneo, from 
about the year 200 until 1325. Thereafter until 1405, they were subject to 
the Javanese empire of Madjapahit. During the next thirty-five years they 
were a dependency of China under the Ming Dynasty. Thereafter, from the 
year 1440 until 1565, northern Luzon was sometimes held by Japanese ad- 
venturers, and from Manila southward the Islands were dominated by Mo- 
hammedan Borneo. 


It is apparent that Philippine history began long before Magellan came. 
And recent excavations and an increasing number of collected articles 
are making possible the writing of entirely new chapters in pre-Spanish 


Filipino history. 

Attention of Americans should be called to the following statement 
in chapter ii: “There is a greater infusion of Chinese blood in the Fili- 
pino than that of any other nation, and the Chinese have also influ- 
enced the civilization of the Filipinos more than have any other people, 
excepting, of course, the Spaniards, up to the arrival of the Americans” 
(p. 41). Others claim that the deepest and most far-reaching cultural 
influence on the Filipino people has been that of the Hindu. This was 
a pre-Spanish influence. What should be of interest to Americans is 
that in dealing with the Christian Filipinos they are dealing, not with 
tribal peoples with their ignorant petty chieftains, but with a people 
who have been greatly influenced both racially and culturally by the 
most advanced peoples of the Orient, and who have besides four hun- 
dred years of European background. 

In chapter iii, on “American Occupation,” it is gratifying to note 
that “the part played by General Aguinaldo and the insurgent forces 
he organized to attack the Spanish army on the land before the United 
States troops could arrive was recognized by American military and 
naval commanders” (I, 74). There is also recognition of the fact that 
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“the Filipinos’ longer line, on the east and north of the city, held the 
Spaniards from escaping from the forward movement into Manila dur- 
ing the advance of American troops following the reduction of the 
southern fortifications by the navy” (I, 75). It is also pertinent to the 
study of subsequent Filipino-American relations to read that “at the 
end of 1898, all Luzon, except the post at Baler, which was held by a 
small Spanish garrison, and all the Visayas, had been evacuated by the 
Spaniards and government assumed by Filipinos. And by the end of 
May, 1899, all Mindanao had likewise passed to native control” (I, 
76). It is not, therefore, strange that “the pride of the Filipino soldiers 
was deeply hurt when the American generals, upon the capture of 
Manila, declined to allow them to enter their own capital city” (I, 86- 
87). In that situation was raw material for the subsequent Filipino- 
American war. ‘ 

It is also of interest to those Americans who have always begrudged 
every attempt to Filipinize the Philippine government service to ob- 
serve that even during the American-Filipino war a proposed plan was 
authorized by the president of the United States wherein he expressed 
the desire that Filipinos “shall have the largest measure of local seli- 
government consistent with peace and good order.” A people that had 
wrested by force of arms the de facto control of Spain over the whole 
country outside of Manila, and whose help was essential in the siege of 
Manila, had a right to expect the most liberal interpretation given to 
the phrase “the largest measure of self-government consistent with 
peace and good order.” 

In chapter iv on “Civil Government,” there is a thought-provoking 
paragraph: “It is believed that a critical analysis of the acts, speeches, 
and lives of the members of the Philippine Commission will prove that 
they lived up to the spirit of these instructions at least throughout the 
first twelve years of American civil government” (I, 134). The instruc- 
tions referred to are those of President McKinley to the Commission. 
That statement will substantially be subscribed to by many. But, of 
course, in so far as it reflects against the subsequent administration of 
Governor Francis Burton Harrison, a Democrat, there will be a good 
many dissenting, at least among Filipinos. 

In this chapter also there is a statement that “the idea of national- 
ism was new” (p. 146). This does not agree with chapter ii on “Early 
History,” wherein a lengthy discussion of the Filipino pre-American 
nationalistic movement is given. 

The pernicious practice of making a display of military force is re- 
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ferred to in chapter v on “Public Order.” Referring to alleged agita- 
tions against the United States, we read that “more than once, to coun- 
teract these false impressions, commanding generals ordered practice 
marches of impressive forces of American infantry, cavalry, and artil- 
lery.” And in 1911 the commanding general “went so far as to assemble 
a large part of his command in Manila at the time of the carnival.” It 
may be added that on “Prayer Day” during the Wood administration, 
a similar display of military and naval force was made at the Luneta 
in Manila, where an independence prayer-meeting was being held. 
Deep in their hearts the Filipinos resent these displays of physical force, 
which they regard as unnecessary and even childish. In fact, referring 
to insurrectionary movements, our author himself says: “In every in- 
stance the facts seemed to bear out the judgment of the civil officials 
and to prove that all these rumors emanated from conspirators acting 
solely for their own pockets and with no serious intention of insurrec- 
tion or any resort to force” (p. 222). 

Chapter vi on “Finances” opens with a statement which Filipinos 
would like broadcast all over America. “The civil administration of 
the Philippine Islands, contrary to a very prevailing misapprehension, 
has been self-supporting from the beginning of American occupation in 
August, 1898” (I, 241). In view of the fact that taxes are ultimately 
paid by the people, we have here a partial explanation of the persistent 
demand of representatives of the people to exercise an effective control 
of their own domestic government. 

One of the blessings brought by America was a better protection of 
individual rights. This was provided for in the famous Instructions of 
President McKinley, and later incorporated in the bill of rights of the 
Act of Congress of July, 1902. Chapter vii on “Justice” deals at length 
with the development of the judiciary. 

The administration of public lands is also discussed under this head- 
ing. Concerning the limitation of areas of public lands disposable the 
book says: 

These and other severe restrictions imposed by Congress ostensibly for 
the protection of the Filipinos, in reality were the results of a very powerful 
lobby maintained in Washington by the beet sugar interests, who looked 
with alarm upon possible Philippine competition and endeavored to cripple 
the Philippine sugar industry by preventing corporations from holding 
enough land to supply a modern sugar central [p. 324]. 


To Filipinos this selfish attitude of the American sugar interests was a 
blessing in disguise, for it saved them from the onrush of big absentee 
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foreign landlords, and insured the continuance of a landholding policy 
basically sound from their own point of view. 

A generation afterward, Governor Henry L. Stimson, now secretary 
of state, came across that same Filipino attitude. 


Economic development [he reported officially] is further controlled by 
historic Filipino policy towards their public land. Their experience during 
the Spanish regime with large accumulations of land and other property in 
the hands of the friars, and the consequent tyranny from which they suf- 
fered, not only resulted in the passage of laws under the American regime 
strictly limiting the size of such landholdings in the future, but also resulted 
in a general public sentiment against such large landholdings which is one of 
the strongest political sentiments which the average Filipino holds today. It 
is so strong as to be controlling upon their future legislation and can not be 
disregarded in any plan for the future development of the Islands. 


Still another blessing brought by America to the Philippines was the 
modern system of sanitation. Chapter viii on “Health” is a compre- 
hensive discussion of its remarkable development. 

The author was known in the Philippines, not as W. Cameron Forbes, 
but as W. “Caminero” Forbes. This was because he did so much for 
the construction of roads and means of communication. Under “Public 
Works” (chap. ix) he describes not only road development but also all 


construction work undertaken by the new government. 

In the main [he concludes] it may be said that of the many creditable 
and useful services rendered by Americans in the Philippine Islands that 
given by the Bureau of Public Works has been among the foremost. The 
engineers, from those in the highest positions down through the service, 
brought to their work true American enterprise and the will that succeeds 
[I, 408-9]. 

The mechanical feature of civilization represented in engineering was a 
valuable contribution to Filipino social progress. 

America has been blamed by European colonial experts for estab- 
lishing among the Filipinos a modern public school system (chap. x on 
“Education”’) , whose ultimate aim was the teaching of English and the 
Americanization of future citizens of the Philippines. That certainly 
was a bold experiment in oriental colonization! But the establishment 
of schools had an early immediate effect: it was 
in thorough accord with the policy of attraction marked by President 
McKinley, and was offered to the Filipino people as the first earnest of the 
good intentions of the United States and of the serious purpose of the ad- 
ministration to benefit and advance the inhabitants [I, 420]. 
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The first teachers were American soldiers. Then came American ci- 
vilian teachers. ““The American teacher brought with him the American 
spirit. He was the apostle of progress” (I, 429). American books and 
periodicals came, and with them American ideas. The history of Amer- 
ica was diffused. The government sent hundreds of ambitious youths 
to American colleges. The Filipinos were fast Americanized. And with 
their Americanization there developed together with their admiration 
for American ideas and principles a keener realization of the unsatis- 
factory and humiliating political status enjoyed by them under the 
American flag. In their school, in their reading, they learned to look at 
that flag as the symbol of liberty, of equality of opportunity, of full 
political privileges. But in their actual life, they came in contact with 
un-American practices in the government. The whole status of the 
Philippines was un-American. American “old-timers” bewailed the 
“rebellious” spirit of these Americanized Filipinos. These “old-timers” 
charged Filipinos with ingratitude, little dreaming that it was the very 
spirit of America that was urging the new generation of Filipinos to 
take up the lost national cause of their fathers. And occasional Amer- 
ican students of comparative colonial governments would visit Manila 
and point to the greater ability of Europeans to handle their oriental 
colonies, forgetting that when America decided to establish a public 
school system in which English was the language of instruction, it 
hereby announced to the world that it had a different purpose in retain- 
ing the Philippines. 

Chapter xv, the first in Volume II, is on the “Moros,” or Moham- 
medan Filipinos of the south. During the administration of Governor 
Harrison, it “seemed of fundamental importance that all pretensions of 
the Sultan (of Sulu) to temporal sovereignty be terminated. Negotia- 
tions to that end were entered into by Governor Carpenter, of the De- 
partment of Mindanao and Sulu, and a formal agreement reached 
March 22, 1915” (II, 31). The Sultan retained his title as head of the 
Mohammedan church in the Sulu Archipelago. In monarchical coun- 
tries this signal service of Governor Carpenter would have earned him 
a title of some kind. Filipinos will heartily indorse the statement that 
in the opinion of some careful observers it is believed that progress would 
have been more rapid and these abuses could have been cured with much 
less bloodshed and open hostility had the early administrators made haste 
a little more slowly, and won the confidence of the native rulers by first 
learning their language and dealing with them in their own tongue [II, 23]. 


The Filipinization of offices in Mindanao and Sulu has always been 
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a controversial point in Philippine administration. Filipinos will there- 
fore welcome this footnote: 

Governor Carpenter, after many years’ experience with both American 
and Filipino personnel, preferred American-trained Filipino officers for pro- 
vincial administration and as Constabulary station commanders, because of 
the difficulty of retaining high-class Americans who have competent knowl- 
edge of local dialects and customs On the other hand, there is avail- 
able for training a practically unlimited supply of young Filipinos and a 
large number of more mature age who were trained under Americans. The 
Filipino either knows or readily acquires proficiency in dialect and customs, 
is accustomed to the climatic and food conditions, and is more amenable 
to supervisory direction. Also, the replacement of the unfit Filipino is 
easier and involves less economic loss than in the case of the American [II, 
33]. 

The real attitude of the Moros toward their Christian countrymen 
is another unsettled question among American and Filipino writers. To 
Filipinos it is highly gratifying to read the following testimony from 
undoubtedly the greatest American administrator of the Moros: 


Ex-Governor Carpenter, of Mindanao and Sulu, questions the sincerity 
of these Moro orators in view of their subsequent conduct in accepting pub- 
lic office under a Filipino provincial governor of Zamboanga. Datu Mandi 
accepted appointment as deputy provincial governor, Datu Sacaluran as a 
municipal official, and Hadji Nufio as a member of the provincial board of 
which the Filipino governor was chairman [II, 45, footnote]. 

Of dramatic and timely interest also was the pro-independence and 
patriotic speech of Datu Mandi at the first Independence Congress 
held on Washington’s Birthday (February 22) of this year at Manila. 

The document alleged to have been signed by Moros and American 

and foreign residents of Mindanao and Sulu (printed in full in the Ap- 
pendix) in 1921 asks for permanent annexation to the United States. 
The very text says that 
it is obvious from a study of it that it was prepared by American and for- 
eign residents in the Islands Many of the Moros signing it did so 
with their thumb marks, as they were unable to write and presumably unable 
to read, so that it is a matter of opinion as to whether or not they were cor- 
rectly informed as to the contents of the paper [II, 47]. 
It should be pointed out to continental Americans that because of their 
past history, characterized by changes in their rulers, the Moros had 
been forced to become political opportunists. Hence, their apparently 
conflicting attitudes toward the Christian Filipino and American offi- 
cials, and even toward independence and annexation. 
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In chapter xvi on “The Church and the State,” there is recognition 
of the work of the Roman Catholic church as “one of the most potent 
determining factors—perhaps the most potent determining factor—for 
good in the history of the people” (II, 50). Are the Filipinos the most 
occidentalized people of the Orient? That question is raised by the 
statement: 

The infusion of Occidental ideas brought about by the Spaniards in their 
many years of administration of the Islands, and especially by the Church, 
made it possible for the Americans coming in to begin their work with a 
people already advanced in conformity with the ideals of western civiliza- 
tion to a point far beyond that attained by any other Oriental people, and 
made the work of the Americans correspondingly easier. 

Of course, the Filipinos, who really believe that they are the most oc- 
cidentalized people in the Orient, are flattered by such a statement. In 
fact, they have been using that very occidentalization as a good argu- 
ment for their plea for national independence and full self-government. 

The “Attitude of Filipinos” is discussed in chapter xvii. “The Fili- 
pinos are impressionable, filled with sentiment for nationality and with 
genuine pride of race” (II, 67). So goes the opening statement. The 
question whether the people themselves want independence, we are 
told, “cannot be answered categorically because there is no way of as- 
certaining the desire of a people the majority of whom are illiterate, 
and of whom less than forty per cent of the qualified electors exercise 
the suffrage” (p. 67). But after referring to the method of interview- 
ing typical individuals te get an idea of prevailing opinion, the con- 
clusion is arrived at that “there is no doubt that one would find deep 
in the hearts of the great majority of the people a strong desire for 
nationality” (II, 68). 

Filipinos will deny the truth of this sentiment: 

They found a general tendency among leading Filipinos—and most of the 
legislators were chosen from this class—to protect the wealthy and not to 
protect the laboring man. For example, Filipinos showed more interest in 
the higher education of the few than in general education of the mass .. . . 
[II, 98]. 

On the contrary, there has developed the usual democratic practice of 
catering to the wishes of the mass for electoral purposes. And the in- 
terest in higher education may be explained by the general demand, 
since American occupation, for trained Filipinos to fill public offices. 
In fact, the patriotic call made on Filipino youths has been to prepare 
themselves for public service. Besides, the education of the mass was 
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possible only with the training of the necessary teachers. And teacher- 
training meant attention to higher education. 

Likewise, Filipinos cannot accept the statement, 

When the reins of power were placed in their hands prematurely, accord- 

ing to the opinion of most American observers on the ground, the Filipinos 
used their power to undo much that had been prepared for them and post- 
poned rather than advanced the day when a true democracy could have been 
possible in the Islands [TI, 98]. 
“A true democracy”—where could we find such a phenomenon in the 
world? Filipinos have learned that even in the United States there is 
no such thing as “a true democracy.” Democracy ought to mean con- 
trol by the people of their government. What Filipinos desired was to 
undo the undemocratic government imposed on them and to make more 
effective the popular control of it. At one time an American governor- 
general allows the government to be thus more democratic, and every- 
thing receives the sanction of the Washington government. At another 
time another American governor-general interprets democracy differ- 
ently, and he also receives the sanction of the Washington government. 
Thus, Filipinos are forced through chaotic experience to learn for them- 
selves what true democracy means. 

Chapter xviii is on “Philippine Political Parties.” From the point of 
view of the development of parties, the administration of Governor 
Wood was a blessing in disguise. His policy led to the historic coalition 
of the two political parties, and showed that in case of necessity Fili- 
pinos are willing to forget partisan differences. Of course the coalition 
could not last longer than the condition which created it. But at the 
present time, in view of renewed interest in independence on the part 
of Congress, the two parties are actively co-operating. 

The “Philippine Assembly” is the subject matter of chapter xix. 
The author concludes that “the record of the Assembly for the early 
years of its existence was highly creditable” (II, 155). “The orderly 
way in which the first election of Speaker was condicted persisted in 
succeeding elections. The dignified manner which characterized the 
proceedings also continued.” The Assembly is taken to task for oppos- 
ing unanimously the extension of free trade to the Philippines. But 
what the Filipino legislators feared at the time has come to pass. The 
present dependence of the Philippines on American trade is used as an 
effective weapon against independence. 

Chapter xx on the “Close of the Taft Regime” is a good summary 
of the sixteen years of Republican administration of the Philippines. 
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Of necessity, we are told, “a complete and general Filipinization of the 
service had to wait for the slow work of education.” 

By a process of careful selection, preparation, and supervision, the Amer- 

ican administration gradually built up a body of Filipino officials and em- 
ployees who generally rendered good service and, by demonstrating a grati- 
fying aptitude for performing their duties, agreeably disappointed those who 
had opposed their appointment [II, 166]. 
However, the Filipino “wanted the place that carried the greater dig- 
nity and paid the highest salary.” “The policy of Filipinization from 
the bottom up—that is, by promotion from the lower positions as a re- 
sult of proved efficiency—was all too slow for his humor” (II, 167). 
But we are told further that “in the early years of American occupa- 
tion, the civil government had been fortunate in having a wide choice 
of promising Americans who had come out to the Islands in the army 
or the federal civil service, and who had decided to make their careers 
in the Islands” (II, 168). In view of the outstanding fact that the 
alleged purpose of America in the Philippines was to train Filipinos as 
rapidly as possible for the responsible positions in the government, it 
is apparent that Americans making their careers in the islands would 
sooner or later be an obstacle to the main purpose of America. Govern- 
ment by Americans was necessarily to be temporary, and that should 
have been made clear to all American officials in the Philippines, if 
subsequent heartburnings were to be avoided. In 1910 the governor- 
general reported to the secretary of war that “the time was more than 
likely to come when the selection of American Commissioners would be 
made from men having business interests in the Islands, and he saw no 
reason why the rule should be drawn to exclude that class” (II, 171). 
Such a step would have enhanced Filipino dissatisfaction with the rate 
at which they were being given an opportunity to run their own gov- 
ernment. 

Under the chapter on “The Regime of the Democratic Party” (chap. 
xxi), President Wilson is taken to task for injecting “party politics 
squarely into the government of the Islands” (II, 210). However, in 
a subsequent footnote we read the following: “As a matter of fact, 
Governor-General Harrison did not bring out an appreciable number 
of Democrats to the Islands, although Americans and Filipinos most 
prominently identified with the Taft regime were forced to leave the 
service” (II, 213). Further the text reads: “There was, however, no 
effort on the part of Governor-General Harrison to bring out a swarm 
of ‘deserving Democrats’ and he resisted any pressure to this end 
brought to bear by aspirants for office or by Democratic party leaders” 
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(II, 219). If deserving Democrats were not brought to the islands 
wherein was there injection of party politics? 

Surprise is voiced at the acceptance of the resignation of the three 
Filipino commissioners who were not of the Nacionalista party—the 
party in power since the first election in 1907—and the non-acceptance 
of the resignation of the only Nacionalista commissioner. 

The Filipinos were thunderstruck [we read]. The removal of the Ameri- 

cans could be understood, though only as a partisan measure. But why 
strike at loyal and capable Filipinos for no fault except support of the 
policies of the American administration? These patriotic and able Filipinos 
felt themselves humbled and humiliated by the new power in Washington. 
It is hard to conceive what good end could have been gained by this un- 
merited rebuke to loyal friends of America in the Islands [II, 219]. 
As a matter of fact, the Filipinos welcomed the advent of a more demo- 
cratic government wherein the majority party was to be better repre- 
sented in the Commission. Other highly capable Filipinos were ap- 
pointed to the Commission. In connection with the introduction of 
some degree of party responsibility in the government, it is interesting 
to observe that when Governor Henry L. Stimson took hold of the 
Philippine government, he openly established a form of party respon- 
sibility in the cabinet and chose its members only from the majority 
party. He thereby secured perfect co-operation. 

Credit must be given to the author for incorporating official state- 
ments highly complimentary to the administration of Governor Harri- 
son (II, 245-51). 

In chapter xxii on “Government by Filipinos,” the “progressive en- 
croachments upon the executive power” are traced. The “programme 
of making the Philippine government in so far as possible a parliamen- 
tary one” is discussed. During the Harrison administration this form 
of government was given a trial and it did satisfy, partially at least, the 
political longings of the people. The succeeding American governor- 
general placed a different interpretation on the Jones Law, and there 
followed the undoing of what had been done. Hence, when Mr. Henry 
L. Stimson was appointed governor-general, there was a great deal of 
speculation as to what form of government he was going to establish 
under the same organic Jones Law. To Filipinos it was like a confirma- 
tion of their own side of the case to see Governor Stimson setting up a 
government machinery in which the important features were: 
the appointment of a Cabinet nominated by the Governor General from the 
members of the party successful at the last election after conference with 
the leaders of that party; the amendment of the rules of procedure of the 
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houses so as to vest members of this Cabinet with the privileges of the floor, 
including the right to participate in debate on the subjects relating to their 
respective departments, and the duty, subject to the consent of the Gov- 
ernor General, of submitting to interpellation thereon; and the appointment 
by the Governor General of a Council of State with purely advisory powers, 
consisting of himself, the Cabinet, the presiding officers and majority floor 
leaders of both houses [Report of the Governor General, 1928]. 


In spite of criticisms, the chapter shows that the “government by Fili- 
pinos” was not the failure that anti-Filipino writers predicted. 

“An Investigating Mission” is the title of chapter xxiii. It is an ac- 
count of the work of the Wood-Forbes mission to study and report upon 
the readiness of the islands for independence. 

The mission found the desire for independence to be so general as to be 
almost universal, but it was tempered among the more intelligent people, 
particularly the property owners and the people who lived in the larger 
cities, such as Manila and Cebu, with the realizing sense that they were not 
nearly ready for it [II, 290]. It found the progress which had been made 
extraordinary, and that there remained “a spirit of confidence and friendli- 
ness for the American people throughout the archipelago” [II, 298]. 


It recommended that “the present general status of the Philippine 
Islands continue until the people have had time to absorb and thor- 
oughly master the powers already in their hands” (II, 304). In con- 
nection with the recommendation “that the responsible representative 
of the United States, the Governor General, have authority commen- 
surate with the responsibilities of his position,” attention should be in- 
vited again to the liberal policy adopted by Governor-General Stimson, 
already discussed in the foregoing. 

The administration of Governor-General Wood is discussed in chap- 
ter xxiv on “Rehabilitation.” The power of the Philippine Senate to 
confirm appointments is criticized, and so are the senators for refusing 
to confirm the appointment of many Americans. 

This discrimination against citizens of the sovereign. country [says the 
author] was not graceful on the part of the Filipinos, and had Congress 
been of a united instead of a divided frame of mind, there might have re- 
sulted a very sharp rebuke in the form of an act repealing some of the con- 
cessions given the Filipinos [II, 311]. 

Fortunately, no such congressional rebuke did come. Filipinos have 
always felt it their duty to insist upon the American policy early enunci- 
ated by President McKinley in his Instructions “that wherever officers 
of more extended jurisdiction are to be selected in any way, natives of 
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the Islands are to be preferred, and if they can be found competent and 
willing to perform the duties, they are to receive the offices in prefer- 
ence to any others.” Further: “It will be necessary to fill some offices 
for the present with Americans, which, after a time, may well be filled 
by natives of the islands.” 

“The Independence Movement” is ay in chapter xxv. In con- 
nection with the now academic question as to whether any promise of 
independence was given to General Aguinaldo by any of the American 
officials with whom he dealt we read the following: 

In the early days of American activity in the Islands, many misunder- 
standings of this sort occurred, and were largely due to faulty interpreta- 
tion, sometimes intentional and sometimes by reason of imperfect knowl- 
edge of one or the other language by the interpreters themselves [II, 338]. 
However, in spite of the knowledge of the English language by Fili- 
pinos, there are still misunderstandings. Take the preamble to the 
Jones Law wherein the promise of independence is made. The language 
seems very clear, and yet it continues to be a source of misunder- 
standing. 

The meaning of the word “independence” is discussed by the author. 
“Some very amusing ideas of independence are recurded” (II, 338). 
And some examples are given, taken from army officers’ experience with 
some ignorant tao. The testimony of Americans on Filipinos’ concep- 
tion of “independence” is liable to be misleading. A typical incident 
would be like this: an American meets a ¢ao on the road. “Hello, 
hombre! You sabe independencia?” asks the American. The tao would 
answer, “Mino sabe!” And the American would jot that down as proof 
that the Filipino does not know the meaning of “independence.” But 
suppose the American used the native word for independence? In that 
case even an illiterate man would know what was asked him. 

The statement in the book that “until they had attained an economic 
independence . . . . a national or political independence would have 
been very short-lived if it had been given to them” (II, 338) brings to 
mind the usual warning to Filipinos that they must be economically 
independent before becoming politically so. But Filipinos have re- 
alized that they cannot attain so-called economic independence until 
they have adequate political power or independence to formulate their 
economic policies. In this connection, a statement of Colonel Carmi A. 
Thompson, investigator sent by the president in 1926, is of interest: 

It became apparent to me early in my inquiry that the political problem 
is the fundamental problem in the Philippines. The political and the eco- 
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nomic elements of the situation in the islands are so inextricably bound to- 
gether that it will be impossible to bring about any economic development 
there before the political status of the archipelago has been settled finally 
or for a long time to come. 


This means that Filipinos should not be blamed for fighting for polit- 
ical rights, even to the neglect of economic development. 

In the “Conclusion,” chapter xxvi, the author takes occasion to make 
a comparative study of American and European colonial ideals and 
aims, and to show the superiority of the former. America applied the 
golden rule in the administration of her dependencies. 

This injunction is the key to the spirit in which America approached her 

great task in the Philippine Islands, and, it is believed, sounds a high note of 
practical morality which must be observed and followed, not only by the 
American people, but by all peoples if they are to achieve success in the ad- 
ministration of dependencies and end the growing resentment to foreign 
domination and European control which manifests itself in an increasing 
degree, especially among Asiatic peoples [II, 390]. 
It is “in the science of the treatment of labor that the greatest funda- 
mental divergence of American practice from that of other colonizing 
countries is to be found” (II, 394). Raising of wages, education of the 
masses, and attention to public health are salient features of the Amer- 
ican plan. 

The British and the Dutch are praised, however, for their splendid 
civil service which offers permanent life-careers to “gentlemen by birth, 
by instinct, and by training.” “It is largely due to this continuity of 
service of her administrators that Great Britain is justly regarded as 
the greatest and most successful colonial power the world has ever 
seen” (II, 401). It should be pointed out, however, that America’s 
general purpose in the Philippines conflicts with the development of a 
permanent class of colonial administrators. As has been stated previ- 
ously, the aim of America is to train Filipinos as fast as possible. The 
success, therefore, of America should be judged, not by the success of a 
permanent staff of American colonial administration, but rather by 
their success in speedily turning over their public positions to trained 
Filipinos. A permanent staff of American officials in charge of purely 
local and domestic matters would be a reflection on the golden rule 
which, we are told, has been applied by America in the administration 
of her dependencies. 


ConrADO BENITEZ 
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THE AUSTRIAN INSTITUTE FOR BUSINESS 
CYCLE RESEARCH 


"Te difficult post-war years in Austria have been marked by in- 
creasing recognition of the value of careful diagnosis of eco- 
nomic conditions, based upon the analysis of statistical data. 
The need for organizing the scientific study of Austrian economic sta- 
tistics was particularly manifest after the currency stabilization. Gov- 
ernment and business leaders felt that a business cycle research insti- 
tute—similar to the institutes originally developed in the United States 
and later extended to the larger European countries—might be an im- 
portant factor in the economic reconstruction of Austria. Accordingly, 
late in 1926, the leading Austrian business organizations—including 
the trade, industrial, and banking associations, the chambers of com- 
merce, of employees, and of employers, the National Bank, and the 
Federal Railways—associated in establishing such an institute. On 
January 1, 1927, began the activity of the Austrian Institute for Busi- 
ness Cycle Research (Oesterreichisches Institut fiir Konjunkturfor- 
schung). 

The Institute, maintained as a private research organization, is sup- 
ported by its founders and, to some extent, by subscribers to its serv- 
ices. Its offices are in the building of the Vienna Chamber of Com- 
merce. The direction of the Institute is in the hands of a Kuratorium 
and a Scientific Bureau. The Kuratorium, primarily interested in the 
general administration, is composed of representatives of the founders 
and of the federal and state governments, as well as of experts in the 
study of economic fluctuations. It is under the chairmanship of the 
president of the National Bank, Professor Dr. Richard Reisch. As- 
sistant chairmen are former Vice-Chancellor Walter Breisky, now 
president of the Federal Statistical Office, and Professor Dr. Ludwig 
Mises, secretary of the Vienna Chamber of Commerce. The latter is 
a well-known contributor to monetary theory. The Scientific Bureau, 
which is immediately concerned with the research activity of the In- 
stitute, is under the leadership of Dr. Friedrich A. Hayek and Dr. 
Oskar Morgenstern. As is evident, the Institute has intimate rela- 
tionships with the government and with the more important public 
and private business organizations. It thus has immediate access to 
most of the significant statistical data relating to Austrian economic 
life. Further the Institute maintains close contact with the work of 
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similar agencies in other countries, particularly those of Germany, 
Czechoslovakia, and Hungary. 

As is true of most of the cycle-research agencies in Europe, the 
Austrian Institute has made extensive use of the experience of Ameri- 
can research organizations. It has been particularly influenced by the 
methods of measurement and diagnosis peculiar to the Harvard Com- 
mittee of Economic Research. Indeed, the Institute has developed for 
Austrian purposes the typical three-curve barometer of the Harvard 
Committee. However, it has been recognized that the unique and 
complicated economic organization of Europe demands the independ- 
ent development of methods for diagnosing and forecasting business 
conditions. The Institute, therefore, has been concerned with an ex- 
amination of the effectiveness, for Austria, of the older methods of 
diagnosis, and with the evaluation of available indices as barometers of 
Austrian business conditions. In this regard, too, it has been interested 
in studying the Austrian cyclical fluctuations of pre-war years, and the 
complex economic interdependence of the Central European countries. 

The Institute, then, has avoided commitment to any more-or-less 
rigid formula for business forecasting—it makes no pretense of offer- 
ing a definite basis for a prognosis of cyclical fluctuations. For the 
moment, it is particularly interested in accurate diagnosis. Its analysis 
of contemporary business conditions, published monthly, is supported 
by a wide variety of business indices. The known factors in the fluc- 
tuations of Austrian economy are compared and weighed, and refer- 
ence is made to the way in which the various factors influence one an- 
other. A combination of historical comparison and “cross-cut” analysis 
results in a general diagnosis of present conditions, and in an estimate 
of impending changes. To quote from a memorandum of the Instiflte, 
“Even if the possibility of an exact forecast be discounted, an exact 
diagnosis of the contemporary phase of the business cycle must still 
be recognized as very valuable.” 

The principal publication of the Institute is its monthly report, the 
Monatsberichte des Oesterreichischen Institutes fiir Konjunkturfor- 


* The three curves are based upon the following series: 

A. Index of the security market—Prices of stocks; stock-market turnover 
(based upon the clearing figures of the Wiener Giro- und Kassen-Verein) ; earn- 
ings of selected issues. 

B. Index of the commodity market —Index of wholesale prices; production of 
coal, iron, machinery, cotton textiles, paper; railway car-loadings; check-clear- 
ings; unemployment; imports of coal, cotton, metals; exports of wood. 

C. Index of the money market —Bank and market discount rates; discounts of 
bills of exchange ; deposits of the big banks and of the savings banks. 
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schung. These Monatsberichte are an important source of information 
regarding Austrian economic developments. The larger part of the re- 
port, of course, is concerned with a discussion of current conditions 
in Austria. An examination of the money and security markets, of 
commodity prices, of domestic trade and employment, of agricultural 
and industrial production, and of foreign trade, is followed by a con- 
cise diagnosis of the present economic situation, and a summary es- 
timate of changes expected in the immediate future. This discussion 
is accompanied by tables containing the principal economic series of 
the preceding years,’ as well as by charts illustrating the “barometer 
of the three markets” and other representative business indices. Fur- 
ther, in each report there appear analyses of contemporary business 
conditions in several other countries—as, for example, in England, 
France, Germany, Czechoslovakia. Charts and tables relating to the 
developments in these countries complete the monthly. 

The Institute devotes a large part of its activity to special studies 
relating to the theory of business cycles and to particular problems in 
the field of economic dynamics, published as “Beitrage zur Konjunk- 
turforschung.” The first of these monographs, Geldtheorie und Kon- 
junkturtheorie, by Dr. Friedrich A. Hayek, appeared in 1929. The 
next of these publications will be on the subject of the stock exchange, 
credits, and business cycles. 

The Institute renders special assistance to public and private busi- 
ness organizations by means of the presentation of data and the analy- 
sis of economic problems. Also, it has made special economic investi- 
gations for the Austrian Government. These, however, have not been 
published. Like most European business-cycle research organizations, 
the Austrian Institute does not offer advice to its subscribers regarding 
the conduct of their business affairs. 

The Austrian Institute for Business Cycle Research appears to have 
done very satisfactory work with its technique of analysis. There is 
every indication that it will continue to be a valuable agent in the eco- 
nomic development of Austria. 

Car~ THEODORE SCHMIDT 
BERKELEY, CALIFORNIA 


* Money rates, activity of the security market, establishment of new corpora- 
tions, volume of savings deposits, exchange rate: schillings per dollar, activity of 
the National Bank, commodity price indices, wages in the metal industry, bank 
clearings, foreign trade, activity of the Federal Railways, industrial production, 
turnover in the retail trade, business failures and liquidations, unemployment. 
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The Federal Reserve System. Its Origin and Growth. Reflec- 
tions and Recollections. By Paut M. WARrBuRG. New York: 
Macmillan Co., 1930. Vol. I, pp. xix+-853; Vol. II, pp. viii+ 
899. $18.00. 

Mr. Warburg was an ardent admirer of Senator Aldrich and the 
major portion of Volume I of his book is devoted to an attempt to show 
that, in spite of frequent assertions to the contrary, the Federal Re- 
serve Act is for the most part the direct legatee of the old National 
Reserve Association Bill (the Aldrich Plan). Chapters viii and ix con- 
tain a juxtaposition of texts and a comparison of the two measures, 
clause by clause. Mr. Warburg writes (p. 412): 

Brushing aside, then, the external differences affecting the “shells,” we 
find the “kernels” of the two systems very closely resembling, and related to, 
one another. The outstanding and real difference between them is not so 
much one of form and substance, as of control. 


In another place he states (p. 314): 
In theory and practice, the provisions of the Federal Reserve Act thus 
were greatly inferior to those of the National Reserve Association Bill. 


While the author was here referring to the reserve and note-issue 
provisions of the original Federal Reserve Act, before the addition of 
amendments of 1917, it is evident that he still feels that either his own 
proposal for a “United Reserve Bank,” or the Aldrich Plan was prob- 
ably preferable. Both of these, however, he admits might have been 
politically inferior to the Federal Reserve System in that they might 
have been more readily subject to political attacks (p. 472). 

But this same political superiority of the Federal Reserve System, 
superior because it affords “the people a comfortable feeling of protec- 
tion against the dangers of an autocratic central administration,” con- 
stitutes the System’s greatest weakness (p. 472). For, says Mr. War- 
burg, it rests upon a system of regional reserve banks joined together 
by a politically appointed board. As a result it has subjected the mem- 
bers of the Federal Reserve Board to political pressure, restricted their 
freedom of action, rendered their tenure uncertain, and made it ex- 
tremely difficult to induce men of ability to accept appointment to the 
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Board. Among other remedies he suggests that the Secretary of the 
Treasury should no longer be permitted to act as chairman of the 
Board. The policies of the Board must not be subordinated to the 
wishes of the Treasury. For these and other reasons, he concludes, “In 
its present form, the Act is bound to lead to the gradual deterioration 
of the Board, and finally of the System” (p. 485). 

In chapter xii on “Looking Forward,” Addendum I on “The Chi- 
cago Incident,”’ and Addendum II on “The Stock Exchange Crisis of 
1929,” Mr. Warburg presents conclusions which are the fruits of his 
long experience as a banker, an ardent expounder of banking reform, 
and a member of the original Federal Reserve Board. Here Mr. War- 
burg is at his best. In these fifty pages will probably be found his 
chief contribution and, as was to be expected in view of the author’s 
brilliant career, a contribution of extraordinarily high value. For ex- 
ample, he regards as one of the System’s most serious shortcomings its 
failure to create important discount markets outside of New York City. 
One of the results of this failure is that “the concentration of the coun- , 
try’s money on the New York Stock Exchange is more pronounced 
today than ever before” (p. 457). 

As a remedy, he suggests the adoption of a term settlement plan for 
certain stocks listed on the Exchange. In addition he would require a 
member bank which either directly or indirectly invests funds in call 
loans to invest an equal amount in eligible acceptances or loans on ac- 
ceptances. Since the World War the bill market has been sacrificed to 
Treasury requirements and government securities have come to occupy 
a place in bank portfolios which should have been filled by banker’s 
acceptances. An adequate supply of bills would be forthcoming and it 
might be well to return to the practice of charging a higher rate on 
member bank borrowings secured by government securities. Logically, 
Mr. Warburg objects most strongly to the proposal to permit the re- 
serve banks to lend on stock-market collateral (p. 463). 

Another defect is found in the plan of giving only “deferred credit” 
on check collections. This may be remedied by granting immediate 
credit, but with an interest charge covering the time involved in re- 
turning the check to its place of payment. That there are serious dif- 
ficulties here, Mr. Warburg realizes, but he believes that they may be 
solved. The failure of the Federal Reserve System to absorb the na- 
tional-bank notes is regarded as an additional point of weakness. 

Mr. Warburg believes that the Federal Reserve Board could have 
done much to avert the stock-market crash of 1929 had it permitted 
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the reserve banks to increase their rediscount rates more promptly. 
But even after both the Chicago incident of 1927 and the stock-market 
episode he does not favor giving either the Federal Reserve Board or 
the reserve banks absolute power over rediscount rates. He does not 
believe the Federal Reserve System should make stabilization of prices 
a primary object (p. 466). He has seen the System grow from “the 
dwarfed and limping system originally sanctioned by Congress” (p. 
149) into a powerful and beneficial force although it “is still weighed 
down with the burden of political compromises which menace its fu- 
ture” (p. 9). Much of its present strength lies in the fact that the 
amendments of 1917 permitted “a metamorphosis of the reserve and 
note issue provisions” (p. 150) and an imposing concentration of gold. 

Whether Mr. Warburg may have exaggerated somewhat the points 
of similarity between the Aldrich Plan and the Federal Reserve Act 
cannot be definitely decided here. But he certainly is not convincing 
when he minimizes the opposition of the bankers to the passage of the 
Federal Reserve Act (p. 136). For the evidence is clear that the ma- 
jority of the bankers who took any part in the controversy opposed its 
enactment and were extremely severe in their attacks upon it. Even 
Mr. Warburg wrote in 1913, “With twelve Federal Reserve Banks it 
will fail” (p. 682). 

The reviewer has intentionally refrained from commenting at length 
upon the controversy, which raises its head continually through the 
narrative, between Senator Carter Glass and Professor H. Parker Wil- 
lis on one side, and Mr. Warburg on the other. Mr. Warburg frankly 
admits that one of the reasons why he has discussed certain incidents 
is “to refute certain statements which have been made by Glass and 
Willis in their respective books—statements which are misleading and 
which have done much to create false impressions” (p. 104). Those 
who may be interested in following the points of difference should con- 
sult pages 90, 95, IOI, 106, 130, 149, 155, 158-60, 303, 408, 415, 
424-55, and 492-500. Chapter xi on “The Redistricting Intermezzo” 
is nothing short of sensational. While on many of the controversial 
points Mr. Warburg would seem to have acquitted himself with dis- 
tinction, in chapter xi he throws aside the attitude of restraint which 
characterizes most of his comments up to that point and subjects Sen- 
ator Glass and Professor Willis to rigorous criticism. Although it is 
evident that Mr. Warburg feels that he is writing under intense provo- 
cation it is going rather far to accuse Professor Willis of “suppressing” 
a portion of an opinion of the Attorney General (p. 443). It is hard to 
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believe that Professor Willis would deliberately misrepresent facts in 
this way. There must be some other explanation. 

It is regrettable that these three extraordinarily capable and distin- 
guished public servants should have become engaged in such a violent 
controversy. But, nevertheless, whatever they may say of one another, 
all three have earned the nation’s gratitude for their contribution to 
the reformation of our banking system. 

Volume II is a collection of addresses and papers which have been 
prepared from time to time by the author. 

Cartes S. TipPpetts 
UNIVERSITY OF BUFFALO 


Mathematical Introduction to Economics.’ By GrirFitH C, Ev- 
ANS. New York: McGraw-Hill Book Co., Inc., 1930. Pp. 


xi+177. $3.00. 

A substantial gain in understanding of economic theory will reward 
those who master this book. The previous treatises to which it is most 
nearly related are those of Cournot, Pareto, Amoroso, and Bowley, and 
Irving Fisher’s doctoral thesis, but it is really sui generis, differing 
from these works more than they differ from each other. 

Of all the distinguished economists who have begun as mathemati- 
cians, none has gone so far in mathematics as has Professor Evans. 
Now the mathematics which one can apply effectively is as a rule all 
the mathematics one has learned except the last. Hence it is not sur- 
prising that this work involves more mathematics than its predecessors 
and goes into significant economic problems which heretofore have 
been almost untouched. Moreover, the difficulties of “other people’s 
mathematics” on which Edgeworth remarked are not here particularly 
troublesome. 

The author undertakes, not a complete treatise, but a brief, unified 
account of a sequence of economic problems and concepts, and includes 
exercises for students. He begins with the theory of monopoly, post- 
poning to the eleventh chapter the extraordinarily good discussion of 
utility, and to the twelfth chapter exchange between two individuals. 
In the intervening pages are treated competition (first between two 
and then among producers) , taxation, tariffs, rent, foreign exchange, 
interest, the equation of exchange, and price indices. Later chapters 


* For errata which were received too late to be incorporated in this review, see 
page 134. 
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present some very interesting and suggestive methods of dealing with 
economic problems, particularly problems involving changes in time. 

Bertrand’s criticism of Cournot, that his book bristled with un- 
known and indefinite functions such as F(D), may here be reversed, 
so far as the indefiniteness is concerned. Linear and quadratic demand, 
supply and cost functions are assumed throughout much of the book. 
These may possibly have some advantage over abstract functions in 
exposition for elementary students, but involve an unfortunate loss of 
general validity for the results. Thus in the treatment of taxation of 
monopoly we miss the demonstration, valid for all demand functions, 
that the monopolist increases his price by an amount which may be 
more or less than the tax; instead there is a discussion applying 
when the demand function is linear and the cost function quadratic. 
Indeed the author has tended to “write down” to an audience which 
has completed a first course in calculus with a C grade, has not yet 
heard of partial differentiation, and is more interested in finding max- 
ima and minima of polynomials than in general economic propositions 
which can be stated in non-mathematical language. A better pro- 
cedure, from the standpoint of the reader who does know his calculus, 
would be to give perfectly general proofs in the text and to incorporate 
the special cases in examples and exercises. 

Professor Evans was the first to deal mathematically with quantity 
purchased as a function of the rate of change of the price as well as of 
the price itself, though the idea had appeared in Irving Fisher’s books. 
It has since been developed at length by C. F. Roos. In the present 
volume the demand function is at first assumed to be approximately 
linear: 


a dp 
y=aptbth de? 


p being the price and y the amount bought. 4 is called the sensitivity 
of demand. A supply function of the same type is then assumed. The 
interesting conclusion is reached that the solution is stable if the sensi- 
tivity of supply is greater than that of demand, but unstable if the 
sensitivity of demand is the greater. 

Such demand and supply functions may be criticized as unrealistic. 
A distinction must be made between consumers’ demand in the strict 
sense of purchases for immediate use, and speculative demand in an- 
ticipation of a higher price. The former is normally independent of 
the time-rate of change of price. The latter may not be sufficiently ac- 
counted for by adding terms in dp/dt to the demand and supply func- 
tions, for a speculator of even moderate intelligence considers other 
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things than the price and its momentary rate of change; for example, 
he is likely to consider accumulated stocks and the past history of the 
price. The author deals satisfactorily with the latter type of consid- 
eration by an analysis using integral equations. It would be worth 
while to observe that inertia due to various causes produces a type of 
demand function in which the quantity consumed depends upon its 
own past history as well as upon the current price; this condition 
would lead to a mathematically similar situation. 

The old gibe that mathematical economics has never discovered 
anything that could not be arrived at by non-mathematical reasoning 
was refuted by Edgeworth’s discovery that a tax on a commodity sold 
by a monopolist who also controlled a substitute commodity might 
lead him to reduce both prices, in addition to paying the tax. It will 
be further refuted by a consideration of the economics of exhaustible 
natural resources, in which some striking propositions are obtainable 
by means of the calculus of variations, a subject unknown to most of 
the mathematical economics of the past. The accumulation of factual 
studies will, as in the physical sciences, call more and more insistently 
for mathematical treatment. Many economic problems seem to re- 
quire formulation in terms of functionals, on which Professor Evans is 
a leading authority. This book helps to lay a groundwork upon which 
future contributions to political economy of first-rate importance may 
be expected to be based. 

Haroitp Horet.inc 
STANFORD UNIVERSITY 


The Statistical Method in Economics and Political Science. By 
P. SARGANT FLORENCE. New York: Harcourt, Brace & Co., 
1929. Pp. xxiv-+521. $7.50. 

When one attempts to present the essential ideas of statistical in- 
vestigation; to sketch the theoretical framework of economics and of 
political science; and to show in detail the myriad ways in which sta- 
tistical studies may be used to put living flesh on those dry bones, one 
has a sizeable field to cover in a single volume. That is the task which 
Florence sets himself, and it is one which he has accomplished with in- 
sight, skill, and wisdom. 

The book should be read and pondered by all who are engaged in 
economic or political research. It will be most useful to those who al- 
ready know something of the social sciences, and have some acquaint- 
ance with statistics, for its real contribution lies in suggesting specific 
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steps in developing the liaison of theory and concrete fact; in co-ordi- 
nating what ought to be with what is. Logical analysis, deductive rea- 
soning, and statistical induction must be combined if an investigation 
is to obtain significant results. Florence shows the processes by which 
this can be done. 

One novel idea presented is that questions of formal institutional ar- 
rangements, structure, and functionings, such as within a factory, an 
industry, or a trade association, are matters of political science just as 
much as are the structure and functionings of a political party, a gov- 
ernment department, or a state. The chapter on “The Framework and 
Data of Statistical Politics” shows that the same logical analysis and 
approach may be used for the statistical study of the one type of or- 
ganizations as for the other. When studies of the type Florence sug- 
gests have been made for many of these economic institutions, much of 
the vagueness which now hovers around discussions of “institutional 
economics’”’ can be dispelled by knowledge of the concrete realities. 

No one can help disclosing himself in his writings. Florence is at 
his best when he is discussing the border-line fields of “economic poli- 
tics” and “political economics,” the realities of the subdivision of labor 
in factories, or the structure and functioning of political bodies. When 
it comes to the statistical verification of price theories, his examples 
are drawn largely from the pioneer work of a decade or more ago; the 
subsequent advances in the United States in the statistical analysis of 
supply and demand relations are not utilized at all, while the volume 
of material available on the business cycle is largely left untouched. 
But no one can be a specialist in all fields—Florence’s treatment is 
broad and sound, and even when he depends on the work of others his 
treatment is vigorous and incisive. 

The book itself is excellently done, and almost lavish in its attention 
to details. In addition to a synoptic outline of statistics in a dozen 
pages in the Statistical Glossary, and the unusually full index, there is 
a “systematic index” of nine pages, a useful list of tables, and a table 
of contents of fourteen pages which includes a résumé of the argument 
of each chapter. The style is easy and attractive, and is lightened by 
occasional flashes of dry humor. 

Florence’s book combines rare wisdom with broad knowledge. It 
should do much both to accelerate the incorporation of reality into 
economic and political discussions, and to stimulate the use of sound 
theory in meeting practical problems. Morpecar EzEKIe. 


FepERAL Farm Boarp 
WasurncrToy, D.C. 
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The Imperial Banks. By A.S. J. Baster. London: P.S. King & 

Son, Ltd., 1929. Pp. 269. 12s. 6d. 

“This book,” we are informed, “is intended to show something of 
the history and present position of the important and well-defined 
group of London banks operating mainly in the countries of the British 
Empire.” The author has been most successful in this endeavor, and 
has thrown much light upon the historical development of institutions 
which, in view of present political tendencies, are doubtless destined 
to receive increasing attention from imperialistically minded econo- 
mists. 

Though the author makes no such separation, the work falls natu- 
rally into two parts. The first part, wholly historical in character, de- 
votes 143 pages to an introductory sketch of overseas banking devel- 
opments, the early colonial bank regulations, the early history of the 
“imperial” banks, and the decline of the chartered-bank system. The 
second part, of 119 pages, is given over to a short historical account of 
the efforts of the larger dominions to set up central banks, and of the 
difficulties arising from the peculiar relations in which the “imperial” 
banks, capitalized and directed from England, stand to the local finan- 
cial systems in which they operate. Some attention is also given to the 
amalgamation movement, so prominent since the war, in imperial 
banking circles. 

In addition to the detailed history of individual banks, which seems 
adequately done, much interest attaches to the model regulations, 
drawn up in collaboration by the Treasury and the Board of Trade, 
which were used to condition the grant of new charters to colonial 
banks. The earliest authoritative draft was contained in a Minute of 
the Board of Trade, dated July 16, 1830; and, after constant emenda- 
tion and amplification, the completed and codified regulations were 
circularized to all the colonial governors in 1840. The regulations are 
reproduced (pp. 34-36) and, in view of the contemporary state of do- 
mestic banking regulation in England, well repay examination. 

In attempting to estimate the present position and future possibili- 
ties of the imperial banks, the author has been drawn into a discussion 
of central banking, and many allied topics, in the larger dominions, 
notably Australia, India, and South Africa. While strongly of the 
opinion that the dominions have not as yet evolved central banks of the 
orthodox type, he is also convinced that orthodox central banking is 
practically impossible so long as many of the large banks in the do- 
minions maintain such close connections with the London money mar- 
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ket, and so long as the projected reserve banks are required, by po- 
litical exigencies, to engage in ordinary competitive banking business. 
In India, for example, he states: “In times of stringency, the Exchange 
Banks, whose Head-offices are all abroad, might (and in most cases do) 
look to London and not to the Imperial Bank for assistance, and in any 
case the constant availability of this assistance would at all times make 
it difficult for the Imperial Bank to bring the market under its control 
by any of the devices known to the more fortunately placed European 
banks” (pp. 193-94). Other difficulties of control arise from the lack 
of a developed “bill habit and a local short money market,” inelas- 
ticity in the demand for loans and the weak psychological effect of a 
rise in discount rates. 

Most emphasis, however, is laid on the “general superiority of Lon- 
don as a monetary centre,” and, in particular, on the holding of large 
balances in London by most of the overseas banks, both local and im- 
perial. The argument that “any restrictive measures on the part of the 
Central bank . . . . could be disregarded at will by the commercial 
banks with intimate connections with London” (p. 216) may be 
granted a certain degree of validity; but the possibility of restrictive 
currency, as opposed to credit, measures should not be overlooked. 
Moreover, the assertion (p. 219, and p. 256, note) that higher short 
money rates in London will bring lower rather than higher rates in the 
dominions, is not supported by evidence. While greater earnings on 
London balances may permit lower rates abroad, if continued for any 
length of time, it by no means follows that they will actually bring 
about lower rates. And, what is of greater relevance, even if this were 
the ultimate result, the readjustments would probably not take place 
for some considerable time. 

Some attention is paid to the question of a “par exchange” system 
within the Empire, and the two sides of the case are fairly put. Al- 
though past experience of the Australian and South African systems of 
“fixed rates” has not been very encouraging, the author would ap- 
parently favor its extension to the whole Empire (p. 254). 

Hearty agreement may be expressed with the plea for publication of 
the balances held in London by the overseas banks. The lack of such 
figures is a great handicap to many branches of research into the finan- 
cial organization and international trading relations of most of the 


dominions. 
ROLAND WILSON 


UNIVERSITY OF TASMANIA 
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The Role of Agricultural Fluctuations in the Business Cycle. By 
VLADIMIR P. TrMOSHENKO. Ann Arbor: University of Mich- 
igan; Michigan Business Studies, Vol. II, No. 9, 1930. Pp. 89. 
$1.00. 

As indicated by the title, the purpose of this study is to measure the 
influence and to appraise the significance of agricultural fluctuations 
upon business cycles in the United States. 

The negative conclusions of W. M. Persons and Edwin Frickey on 
the relationship of cycles of physical production of crops to changes in 
industrial and business conditions are subjected to a brief examina- 
tion and refuted. To do this, the author uses: (1) a two-year moving 
average in smoothing the index of physical volume of ten leading crops 
corrected for trend; and (2) by computing deviations from the trend 
of total agricultural production smoothed by a two- or three-year mov- 
ing average. 

The key toward the main thesis is found with the discovery of 
greater flexibility of farm prices of crops and lesser flexibility of vol- 
ume of crops. Link relatives of the index of total value of crops cor- 
relate with crop price at +-.623; whereas total value of crops and phys- 
ical volume of crops correlate at +-.067. There are then, apparently, 
other influences behind fluctuations of farm prices besides the volume 
of crops. “Are there not, antecedent to these movements (of farm 
prices), fluctuations which create cycles in prices and which, at the 
same time, cannot be explained by variations in the volume of crops in 
the United States, or by the condition of world crops?” 

In comparing cycles of agricultural production with cycles of in- 
dustrial prices over a period from 1866 to 1924, conclusions drawn in 
summary are the following: (1) that “at some time during depres- 
sions the index of farm prices always falls below the index of industrial 
prices” and that “such a relationship of the two price indexes always 
precedes or coincides with a business revival”; (2) that “at some time 
during prosperity the index of farm prices rises ordinarily more than 
the index of industrial prices.” 

The author discovers a rather close relationship between fluctua- 
tions in agricultural exports and business cycles. Inflow and outflow 
of gold were, before 1913, in more or less direct tow of agricultural 
exports; the coefficient of correlation was +-.72. This correlation also 
holds for the rate of money flow over against agricultural exports— 
though the factor of correlation declined from +-.64 for the period of 
1870 to 1914 to +-.56 for 1897 to 1914. Agricultural exports for the 
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period of 1869 to 1914 correlate with the ratio of loans to deposits at 
—.12; with loans and deposits (the absolute) at -+-.28. 

Upon the basis of these findings, together with the ratio of agricul- 
tural to industrial prices, an examination is made of American busi- 
ness annals. Throughout the period from 1871 to 1925, a substantial 
causal influence on urban industrial activity can be traced to agricul- 
tural fluctuations. 

Past studies of the relationship of pig-iron production in the United 
States to agricultural fluctuations receive considerable modification at 
the hands of Dr. Timoshenko. H. L. Moore’s correlation factor has 
been recalculated and halved; pig iron has been released from the influ- 
ence of crops; instead it is “the direction of the development of busi- 
ness activity which determines when and how much iron and steel pro- 
duction will expand.’* 

It may be questioned whether the conclusions drawn in the last 
paragraph are applicable to the relationship between the Jndex of 
Business of the American Telephone and Telegraph Company and 
cycles of agricultural production. The index of the American Tele- 
phone and Telegraph Company correlates closely with Carl Snyder’s 
Clearing Index of Business—both indexes more or less represent urban 
industrial activity under different names. If, as is admittedly the case, 
the index of agricultural exports (which functions in terms of its gen- 
erator, cycles in agricultural production) correlates closely with Sny- 
der’s Clearing Index of Business, then there is no reason why a similar 
relationship between these exports and the Jmdex of Business of the 
American Telephone and Telegraph Company may not be established. 

Finally, the author analyzes the elasticity of demand for agricul- 
tural products and industrial expansion, with special reference to 
the studies of Pigou. Emphasis is placed upon the income received by 
farmers only; distributive agents of farm products included by Pigou 
within the farm income group are excluded. Conclusions reached by 
Warren and Pearson in Jnterrelationships of Supply and Price are sup- 
ported and applied to the author’s main thesis. 

The author has acquitted himself of his task with a judgment giving 
evidence of wide knowledge in this field. He has drawn repeatedly 
upon Russian, German, English, and American sources in support of 
his contentions and analysis and for purposes of clarification. A point 
of caution may be suggested in the use and appraisal of low coeffi- 
cients of correlation. Otherwise the author’s rational-economic-sta- 
tistical craftsmanship contributes much enlightenment in a field where 
many false assumptions are made. Erwin GRAVE 

University oF IpAHO 
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Foules d’Asie. By ETTENNE DENNERY. Paris: Armand Colin, 


1930. Pp. 247. 

M. Dennery’s work is well arranged, lucidly written, and provoca- 
tive of thought. It covers a wide field but there is a remarkable unity 
and coherence between the different parts. The theme is the “foules 
innombrables, grouillantes, pullulantes” of Asia. The pressure due to 
this overcrowding leads inevitably to expansion. It manifests itself in 
many ways, which M. Dennery treats under the headings, “Surpopu- 
lation japonaise, Expansion chinoise, Emigration indienne.” The ul- 
timate implications for Europe and America are ominous. Unified ac- 
tion in Asia is now hindered by internal disorders, but Asia is gradually 
moving toward “l’idée d’une fraternité Asiatique.” When internal 
unity is realized, what can prevent masses of Orientals, driven by the 
struggle for subsistence, from overflowing into other continents? Such 
is the climax to which M. Dennery’s drama moves. The curtain is rung 
down before the climax is reached, but there appears to be little doubt 
in M. Dennery’s mind that it will be reached. 

There are reasons for believing that M. Dennery’s literary skill has 
achieved artistic unity and dramatic effect at the expense of scientific 
accuracy. The section on Japan, which is given first place, is not free 
from errors of fact and emphasis. M. Dennery accepts certain pub- 
lished statistics too uncritically when he cites with approval Professor 
Orchard’s view that the increase in the population of Japan has been 
attained in a unique manner, by a large increase in the birth rate ac- 
companied by a smaller increase in the death rate. This idea is, of 
course, the result of an uncritical reliance on data for earlier years 
when registration was extremely defective. Closely linked with it is 
the idea that there is something extraordinary about the rate of in- 
crease of the Japanese population. M. Dennery characterizes Japan as 
“la terre prolifique et pullulante par excellence”; he speaks of “l’ex- 
traordinaire prolificité du peuple nippon.” Contrary to a popular mis- 
conception, this idea is quite unsupported by a comparative study of 
historical and contemporary vital statistics for Japan and other coun- 
tries. This is not the only case in which M. Dennery has substituted 
picturesque phrases for a critical study of quantitative data. 

The prospects of birth control in Japan are of vital importance to 
M. Dennery’s main thesis. It is therefore regrettable to find that he 
can hardly be said to have made a serious study of the matter. His 
assertion that “l’opinion nippon est evidement hostile a cette solution”’ 
is supported merely by quotation from unnamed authors of a string of 
pseudo-patriotic utterances, which could easily be paralleled in France 
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and America! Such utterances should not be taken too seriously. 
M. Dennery is completely silent on the attitude taken by the Govern- 
ment Commission on Population, on the present legal position, on the 
attitude of the Department of Home Affairs, on the attitude of the 
press, on the views of leading members of the political parties, on the 
clinical work of Dr. Majima, on the position as regards the sale of 
contraceptives. 

Though emphasizing the danger to Japanese raw-silk exports from 
the competition of American rayon, M. Dennery omits all mention of 
the rapid expansion and promising export trade of the Japanese rayon 
industry. A more detailed study of the Japanese cotton export trade 
might have led M. Dennery to less pessimistic views on the effect of 
Chinese and Indian competition, which is likely to change the quality 
of Japanese exports rather than to eliminate them. 

Space limits prevent discussion of other sections, the descriptive 
material of which is more accurate than that in the main section on 
Japan. M. Dennery, however, is too obsessed with a psychology of 
conflict. It is difficult to see how any one of the economic difficulties 
which he describes could fail to be vastly intensified instead of being 
relieved by conflict. Asiatic peoples appear more mysterious and 
more chauvinistic to M. Dennery than to many of us. Resentment 
against foreign political control need not involve a desire to invade 
other continents. To the reviewer M. Dennery appears to have built 
some imaginative preconceptions of his own into his material. The 
result is good art rather than good science. 

E. F. PENROSE 


Foop REesearcH INSTITUTE 
STANFORD UNIVERSITY 


History of the Illinois State Federation of Labor. By EUGENE 
STALEY. Chicago: University of Chicago Press, 1930. Pp. 


x+579. $4.00. 

The state federations, in spite of their importance as focusing points 
of the political influence of the unions, have been strangely neglected 
in the monographic literature of American labor. The present book, 
which deals with one of the most vigorous and powerful of these bodies, 
therefore deserves much more of a welcome than would be given to an 
addition to the already long list of descriptions of individual unions. 

The study was made under the auspices of the Local Community 
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Research Committee of the University of Chicago and under the direc- 
tion of Professor Millis. The author divides the history of the Federa- 
tion into three periods—1884—97, 1898-1913, and 1914-29. In the 
first of these, interest centers in the factional struggles in which the 
“Chicago Push,” under the leadership of the picturesque racketeer, 
Pomeroy, fought for mastery against the Socialist Morgan and against 
“downstate” delegations tinged with Populism—and on one occasion 
“knocked out’’ the former “with the single tax.” In the two later pe- 
riods, more emphasis is laid upon the legislative issues upon which the 
Federation has concentrated; and each of the three sections ends with 
a “legislative summary” given in a standardized form which adds to the 
convenience of the book for reference purposes at some cost to its read- 
ability. 

As might be expected from the direction under which it was pre- 
pared, Mr. Staley’s work shows a realistic sense of concrete situations 
and gives evidence of painstaking investigation conducted in the field 
as well as in the library. Both records and key individuals were sought 
“from clew to clew,” as the author says, and with great success. The 
obscure controversies of the earlier years are illuminated by the skilful 
and appreciative use of the recollections of survivors; and for the re- 
cent period, the author’s close contact with Secretary Olander has 
given the book most of the advantages, and only a trace of the disad- 
vantages, of an official history. 

The quality of the interpretation, however, is less distinguished 
than that of the original investigation. To be sure, the two principles 
of “reciprocal reinforcement” and “ ‘greatest common measure’ ’’ serve 
usefully enough to explain the hodge-podge of measures in a typical 
labor program; and the author demonstrates that “organized labor is 
more potent. politically when it is against something”—or against 
some one—“than when it is for something.” But broader issues of the 
relationship of the Federation to its industrial background or even to 
the other agencies of organized labor are for the most part avoided. 
The author does not seem, for example, to have asked himself why 
the state federations have been so overshadowed in the American 
movement by the international unions or why the former should have 
thrown up a larger proportion of leaders of the progressive temper of 
Walker and Olander of Illinois and Maurer of Pennsylvania. 


CarRTER GOODRICH 
UNIVERSITY OF MICHIGAN 
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Economic and Social Aspects of Federal Reclamation. By Doro- 
THY LAMPEN. Baltimore: The Johns Hopkins Press, 1930. 
Pp. x-+-125. $1.00. 

In her study of Federal reclamation, Dr. Rampen has given an in- 
teresting and instructive historical account of reclamation legislation. 
She has made no attempt to give a history of reclamation in the United 
States, except so far as such history throws additional light upon the 
economic and social aspects of the problem. The essay shows clearly 
the gradually shifting emphasis from reclamation as a means of promot- 
ing community growth and home building to reclamation as almost en- 
tirely an engineering problem, and then back to the original proposal of 
reclamation as a means of fostering home building. The failure of our 
reclamation project is due, concludes Dr. Lampen, to neglect of the 
economic and social factors involved in successful farm-settlement 
projects. Consideration of these factors is restricted almost entirely to 
their working within the projects that have been opened for settlement. 
No attempt is made to examine the reclamation system in its larger 
aspects. No question is raised as to whether or not the reclamation 
movement has been running counter to broad economic and social 
forces, national or international in scope, and whether or not failure 
was certain from the first regardless of any social or economic meas- 
ures that might have been introduced to improve conditions within the 
various projects. This phase of the problem should have been given 
consideration in any study entitled Economic and Social Aspects of 
Federal Reclamation. 

Dr. Lampen concludes that “Federal reclamation will occupy the 
réle which it was intended to fill—that of successful home builder” if 
provision is made to advance sufficient cheap credit to settlers and if 
settlement is directed by advisers experienced in the problems of irri- 
gation farming. A quotation from Dr. Elwood Mead cited by the au- 
thor herself is an interesting commentary upon the validity of this con- 
clusion. “The percentage of home seekers with capital enough to im- 
prove and equip their farms without borrowing is very small, and the 
number willing to invest their capital in a development of this charac- 
ter is still smaller. They can get more for their money by buying im- 
proved farms in an established district” (italics are the reviewer’s). If 
this statement is true it is difficult to see how Federal reclamation can 
achieve any great measure of success. 

While it is evident that the author has had considerable first-hand 
contact with reclamation projects, she has not seen fit to include the 
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results of her personal observations but has used, in large part, the 
published reports of the reclamation service, debates in Congress, and 
correspondence with project superintendents. These official sources 
fail to supply certain information which is of the utmost importance 
in a study of this kind, namely that information best supplied by those 
most interested in the success of the project—the settlers. 


A. G. BLack 


Towa State COLLEGE OF AGRICULTURE AND MECHANIC ARTS 


Economics of Retailing. By PaAut H. Nystrom. New York: 
The Ronald Press Co., 1930. 2 vols. Pp. xii-+456, x+-689. 
$10.00. 

Those students of economics and marketing who admired Nystrom’s 
Economics of Retailing published in 1915 will be particularly gratified 
that Professor Nystrom has at this time, when there is a sort of new 
national consciousness of retailing, revised the earlier publication and 
presented it in a greatly expanded two-volume form. Although built 
upon the old book, as is evidenced by the similarity of chapter heads, 
the new edition treats of “Retail Institutions and Trends” as a com- 
plete unit in Volume I and of “Principles of Retail Store Operation” as 
a complete subject in Volume II. There is no doubt that the first vol- 
ume is the best single treatment of the development, expansion, and 
present status of the several important types of retail institutions 
which is available. The interesting historical treatment of independent 
stores, department stores, chain stores, and mail-order houses which 
gave interest to the earlier book has been expanded and enriched in 
this work; and at the same time the modern position of each institu- 
tion has been well described and its significance and probable future 
development suggested. 

The second volume, by the author’s declaration, presents “a sys- 
tematic description and critical analysis of the fundamental operations 
of retailing. The approach is from the standpoint of practical busi- 
ness.” The effort is to describe how retail store work is carried on and 
to offer suggestions for constructive progress in retail methods. The 
author believes that the book is adapted to serve helpfully both large 
and small retailers through its “attention to principles” and through 
its profusion of cases and illustrations. In this volume, as in the first 
one, the typical problems of management—such as retail accounting, 
location, retail store building, retail wages, retail prices, promotion, 
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delivery, credits, supplies, and insurance—are dealt with in a direct 
and practical way. 

In spite of the author’s striving for practicality, general considera- 
tions find considerable discussion in the cases of many of the subjects 
dealt with. While the chapter on “Retail Store Location,” for example, 
has a strictly business flavor in its sub-topics—“accessibility to the 
public,” “the centrally located store,” “the importance of numbers of 
people,” “determining location by count,” and “the character of pass- 
ers-by”—the following chapter on “Retail Rentals” devotes itself to 
a much more theoretical treatment of these and related topics. Here 
will be found such headings as “definition of rent,” “the treatment of 
rent by various analyzing agencies,” “trends of economic rent in retail 
locations,” and “the theory that the best locations tend to go to the 
best managers.” 

The new edition of Economics of Retailing has been enlivened with 
illustrations and is well supplied with charts and bibliography. It 
constitutes as a whole a work indispensable to those who would keep 
abreast of retailing in the United States. 

LEVERETT S. Lyon 
Tue Brooxincs INsTITUTION 


Principles of Engineering Economy. By EUGENE L. GRANT. 
New York: The Ronald Press Company, 1930. Pp. xiv+ 
387. $3.75. 

This text is designed to instruct engineering students in the princi- 
ples of economy, “how to get the most for your money in the long run.” 
Subject to a few qualifications it should serve that purpose well. Econ- 
omists, however, will be chiefly interested in the excellent illustrations 
and problems which it contains. 

Part I deals with the location of the minimum-cost point and the 
determination of the return on additional investment. In discussing 
these questions the author devotes particular attention to the difficul- 
ties in reducing costs and income in different periods to a comparable 
basis—difficulties which are too commonly neglected by economists. 
Although the treatment is admirable in most respects, the analysis of 
the pervasive problems of depreciation is confusing and sometimes er- 
roneous. 

As the author shows, the correct constant annual charge for depre- 
ciation plus interest may be calculated by taking the sum of the an- 
nuity figure for depreciation equivalence and the interest on the origi- 
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nal investment. But depreciation equivalence is not depreciation (de- 
crease in value); much confusion and ambiguity would have been 
avoided if the two terms had been kept distinct. Furthermore, in find- 
ing the rate of return on an investment it is improper to include in the 
annual costs a predetermined figure for depreciation equivalence and 
then calculate the ratio of the excess of annual income over costs to the 
original investment. The rate for the equivalence figure and the rate 
of return must be the same if the solution is to be correct. 

Part II is a good general discussion of fact finding in engineering 
studies, surveying the fields of accounting, cost estimating, statistics, 
and technical research. It may be noted in passing that on page 264 
the sampling error of the correlation coefficient is incorrectly related to 
the difference between the coefficients for two samples. The right treat- 
ment had previously been given on pages 252-53. 

In Part III the “background for economy studies” is presented. 
Particularly noteworthy is the emphasis on judgment factors, the non- 
quantitative elements requiring attention in business decisions. 

Professor Grant has succeeded in making production economics real- 
istic. His book is an unusually good combination of text and case ma- 
terial. 


THEODORE O. YNTEMA 
UNIVERSITY OF CHICAGO 


The Government and Railroad Transportation. By ALBERT R. 
ELLINGWoop and WHITNEY Coomss. Boston: Ginn & Co., 
1930. Pp. xviii+642. $4.00. 

Anticipating, apparently, certain of the propositions recently ad- 
vanced in this journal,’ the present collection of cases and statutes is 
offered to enable the student of government regulation of railroads to 
“come face to face with the actual records, the governmental action 
itself, much as the modern student of the natural sciences views the 
phenomena in which he is interested.” Within the chapters, sections, 
and subsections the authors have provided extracts from court and 
commission opinions, coupled with references to pertinent legislation, 
and sets of questions growing out of the holdings and applications of 
the cases and statutes. The book covers the customary range of topics 
in this field, but prime emphasis has been placed upon the regulatory 
as distinct from the economic aspects of the subject: the authors con- 


*“What’s Wrong with College Teaching in the Social Sciences,” H. A. Wooster, 
Journal of Political Economy, XXXVIII (June, 1930), 302. 
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cede (p. 412) that the student should be familiar with the “economics” 
afforded by other texts. In a sense, then, this work comes as a para- 
doxical contribution at a time when orthodox case books are being re- 
vised to include extracts from non-official sources, and the content of 
the single “railroads” course is coming more and more to stress eco- 
nomics rather than regulation. 

The book is designed for use either as a text or as collateral reading. 
In the latter capacity it will be of decided value; many instructors will 
welcome heartily a collection of this type and quality. As a text, how- 
ever, the verdict must depend upon the circumstances under which the 
book is used; and the circumstances usually present are not likely to 
permit the decision to be strongly favorable. However much the use of 
cases and statutes has to offer in professional law schools, where the 
entire instruction is by this method, their use as the framework and 
substance of an isolated one-semester course in a liberal arts college is 
open to question. The technique of case interpretation—accurate and 
fruitful interpretation—is difficult to master, and, save for the profes- 
sional student, is of limited value. One may ask whether this task is 
worth performing, and whether the course in “railroads” should add 
this extra burden to its already heavy load. Reality and vividness may 
be purchased at too dear a price; the product here is in danger of be- 
coming lost in the machinery. 

Granted, however, that the case method is to be employed and that 
regulation is to be stressed, the present book is of high order. The selec- 
tion of cases is sound, the abstracting has been judiciously done and the 
statements of facts are for the most part clear. The arrangement of 
topics will not meet with universal approval; but the elasticity of the 
case method makes innocuous any defect of this sort. The preparation 
of a case book calls for a nice balancing between the inclusion of too 
many and too few cases. Each new point in the discussion does not re- 
quire a separate case; on the other hand there must be enough dis- 
tinct cases to enable the student to see major points actually in the 
making. This book fails if at all in the latter respect. Interesting and 
important phases of a number of topics are omitted or hinted at only 
vaguely by the included extracts. The very excellent and searching 
questions furnished by the authors tend to mitigate this shortcoming, 
but frequently the gap between the question and the information af- 
forded by the cases is too extensive for the student to bridge. Refer- 
ences to other cases and to other sources are lacking. There is an ex- 
cellent Introduction on the use of case material. Bey W. Lewis 


Oxsertin COLLEGE 
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Taxation in the Modern State. By Atzapa Comstock. New 
York: Longmans, Green and Co., 1929. Pp. vii-+-240. $2.00. 
Comparative public finance has grown in scientific and popular in- 

terest with the spread of international interests among the American 
people, and has resulted in more numerous and intensive studies being 
made in this field. Although long recognized and well developed among 
Continental economists, comparative public finance until recently af- 
forded only scattered readings for most American students. The pres- 
ent study fills the need for a concise account of the post-war tax ten- 
dencies in Great Britain, Germany, France, and the United States and 
includes brief summaries of the tax programs of other Continental 
countries. 

Making use of the reports of the ministries of finance as well as the 
memoranda of the League of Nations, the author has attempted to 
analyze the major changes in national finance resulting from the fiscal 
emergencies of the war period. Notwithstanding the present difficulties 
involved in differentiating the transient from the permanent changes 
in the character of taxation, it is clear that at least two major changes 
have developed in national fiscal policy: First, there has been a 
marked increase in the rates and yields of the income taxes, and sec- 
ond, the marked productivity of the sales and turnover taxes has prob- 
ably established them as permanent parts of the tax programs of 
Continental Europe. The post-war changes in inheritance taxes, ex- 
cises, and customs are less noteworthy but have been succinctly and 
interestingly summarized. 

A noticeable tendency for per capita taxation and per capita expend- 
itures to be equalized has resulted from the attempts of the ministers 
of finance to balance the national budgets. The heavy per capita taxes 
of Great Britain appropriate annually the greatest percentage of the 
national dividend, while the American federal taxes during the decade 
have been approximately only 60 per cent as heavy in per capita reve- 
nue. A number of condensed tables appear showing the rates, per capi- 
ta receipts, percentage of total revenue, and total receipts of the dif- 
ferent taxes in different countries. Relatively little attention has been 
given to the index number trends of revenue receipts, or to the histori- 
cal development of the various taxes. The general sales taxes now bear 
signs of being the second in importance in the world today, but their 
fiscal significance probably leads the author to become too optimistic 
in stating that nearly all the administrative difficulties which were 
prophesied for the sales taxes have been solved. 

On the whole only the most highly significant features of the va- 
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rious taxes are discussed, since the book was not intended for, nor will 
it serve the purpose of, those desiring an exhaustive treatment of par- 
ticular taxes now used in Europe. The author makes little attempt at 
theoretical analysis of the post-war tax changes, perhaps because the 
present productivity of the income and sales taxes “may or may not 
render pre-war fiscal theory obsolete; in either case pre-war fiscal 
theory must sooner or later be reviewed in the light of present-day 
fiscal practice, for it is already two or three decades behind that prac- 
tice.” 

The European fiscal systems cannot be comprehended by most 
American students until they are woven into the general economic 
background of the peoples themselves. If, with this excellent statis- 
tical study, somewhat greater attention had been devoted to the sta- 
bilizing of currencies, the fiscal importance of the national programs of 
social amelioration, the political temper of the times, as well as current 
economic theory, a more complete understanding of tax tendencies 
could have been obtained by the reader. Nevertheless there is a dis- 
tinct contribution in a convenient statistical and factual presentation 
of tax tendencies of the past decade. 

The book is written in an unusually lucid and interesting style. For 
the teacher who desires to avoid provincialism and traditional treat- 
ment in the beginning courses in public finance this study offers a for- 
tunate and convenient contribution to the tax literature of the first 
post-war decade. The appendixes analyzing the revenue of Great 
Britain, Germany, France, and the United States afford an excellent 
picture of the relative fiscal significance of the various taxes now being 
used. 

Ernest H. HAHNE 
NORTHWESTERN UNIVERSITY 


British Budgets, second series, 1913-14 to 1920-21. By Sir 
BERNARD MALLET and C. OswaLp Grorce. London: Mac- 
millan & Co., Ltd., 1929. Pp. xxii+-407. 

This book is the second volume on British Budgets which Sir Ber- 
nard Mallet has written. His earlier volume was published in 1913 and 
covered the period from 1887 to 1913. Both books have as their proto- 
type a very much earlier work (1842-61) by Sir Stafford Northcote. 

The present volume deals with the ten budgets between 1913 and 
1921. It starts with the pre-war budget of 1913-14 and ends with the 
post-war budget of 1920-21, the latter marking the highest point of 
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revenue so far reached in Great Britain. The budget for 1913-14 was 
prepared by Lloyd George, who also prepared the budget for 1914-15, 
the revised budget for 1914-15, and the budget for 1915-16. These 
were his fifth, sixth, seventh, and eighth budgets. Then came the first 
and second budgets of Reginald McKenna, which were the revised 
budget for 1915—16 and the budget for 1916-17. Following these were 
Bonar Law’s first and second budgets, namely, the budgets for 1917- 
18 and for 1918-19. The series is concluded by the third and fourth 
budgets of Austen Chamberlain, which were the budgets for 1919-20 
and for 1920-21. The authors point out that on account of the great 
mass of financial data belonging to this period of eight years it was im- 
possible to bring the treatment up to date in the present volume. How- 
ever, this will be done in another volume which is soon to be published. 

Sir Bernard Mallet says that the task of getting out this volume has 
not been an easy one, since not only was the period “generally over- 
shadowed by the cataclysmic events” of the World War, “but the char- 
acter of the budget speeches and of the financial discussions suffered 
both from the fact that, alike in Parliament and outside, the war was 
the all-absorbing topic, and the raising and spending of vast sums of 
money a mere incident in its prosecution.’’ Notwithstanding this fact, 
the authors have succeeded in producing an excellent and readable ac- 
count of the ten budgets between 1913 and 1921 and the discussions in 
connection with them. This account is contained in Part I of the book, 
which extends over the first 284 pages. Balanced summaries of all the 
budgets discussed are presented immediately following Part I. Then 
comes Part II, which contains “Notes and Comments” by the authors 
upon the financial policies of the eight-year period. In this part are dis- 
cussed such topics as “Inland Revenue,” “Customs and Excise,” and 
“War Finance Policy.” From the standpoint of the American reader, 
this is perhaps the most valuable part of the book. It presents a résumé 
of the British tax system during the period of its greatest expansion. 
Added to this is some discussion of the methods of financing the war, 
the upshot of which is stated by the authors in a concluding paragraph, 
as follows: 

We cannot, however, like some foreign observers, describe British war 
finance as marvellous or magnificent, nor can we, on the other hand, agree 
with those Englishmen who would term it disgraceful or criminally lax. The 
truth lies obviously between these two extremes. British financial adminis- 
tration (on the expenditure side) and general financial policy during the war 
might have been very much better. Considering the difficulties, they might 
easily have been very much worse. A doubtful consolation, perhaps, but a 
consolation denied to some of the other belligerent nations. 
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The reviewer believes that it is time a volume along lines compara- 
ble with those of British Budgets should be prepared in this country. 
Such a volume would analyze in succinct and readable form the na- 
tional budgets and fiscal policies since the adoption of the budget sys- 
tem in 1921. If properly done, a book of this character would be a val- 


uable addition to our literature on public finance. 
A. E. Buck 


NATIONAL INSTITUTE OF PuBLIC ADMINISTRATION 


Wandlungen der Weltwirtschaft seit dem Kriege. By FEttx 
Somary. Tiibingen: J.C. B. Mohr (Paul Siebeck), 1929. Pp. 


201. RM. to. 

The fact that Somary is president of a bank in Zurich, Switzerland, 
deserves to be mentioned because it explains at least in part the un- 
usually high quality of the book. While the author had already estab- 
lished a certain reputation before the war as the author of a treatise on 
Banking Policy, it took the war to make him the economist he is now, 
and that for two reasons: In the first place it was rather easy, just on 
account of being Swiss, to show more clearsightedness than most of 
one’s European colleagues in the years after 1914, because one was less 
bound to lose all common sense, in the general brain-fogging that befell 
the warring countries. The other factor was Zurich’s (and Amster- 
dam’s) profiting from the decline of London, Paris, and Berlin as finan- 
cial centers. While Amsterdam through its central bank and through 
the migration of the former London offices of the big German banks to 
that place became Europe’s second rembours center, Zurich assumed 
the réle of Europe’s first trust company. French, Russian, German, 
Italian, even English capital found its way into the vaults of Zurich 
banks in order to escape excessive taxation or the risk of revolutionary 
disturbances. Somary gives (p. 99) a statistical comparison of the 
changes in the relative importance of Swiss and Austrian banks from 
1913-28. The index number for the total assets declined from 100 to 
66 in case of the Viennese and increased from 100 to 220 for the Swiss 
banks. 

This situation demanded clear vision from the Swiss bankers in the 
turmoil of the European war and post-war disturbances. Somary’s oc- 
casional articles and addresses and finally the lectures delivered on the 
invitation of the University of Heidelberg and reprinted in the book 
conclusively proved his ability as an economist. 
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Any review attempting to be comprehensive would have to be longer 
than the book itself, such are the number of ideas compressed by the 
author into two hundred pages. The chapters on Great Britain, on the 
United States, on the relations between these two Anglo-Saxon world 
powers, on those between Europe in general and the United States, on 
Russia, on France and Germany, on monopolistic tendencies, on the 
changing conception of liberalism, and others are written with an en- 
cyclopedic knowledge of facts and the almost intuitive understanding 
of an economist, who does not attempt to prove certain preconceived 
theories but holds the balance between an economic and political in- 
terpretation of the problems. 

For this country Somary forecasts a gradual increase of govern- 
ment influence on business. The cry for stabilization, for the stabiliza- 
tion of certain industries and of the business cycle as a whole, requires 
government control, government interference, as a brake or a stimulus. 
What may be the situation in this country thirty years from now? 
Somary believes that skilled workers may well be hired by corpora- 
tions for a life-long, guaranteed tenure, irrespective of business fluctua- 
tions. The capitalistic system of production and distribution is doubt- 
less the best safeguard of efficiency and an increasing efficiency is es- 
sential to satisfy the ever-growing demands of lower classes whose 
standard of living is bound to come closer to that of the middle class. 
The future belongs to private capitalism, regulated by democratic 
governments to safeguard equal opportunity for everybody—thoughts 
expressed in classical form in the program of the English Liberal party, 
published in 1928 under the title of Britain’s Industrial Future. 

As to relations between this country and Great Britain, Somary con- 
forms to the usual opinion that London has ceded its financial suprem- 
acy to New York; “the call money rate in New York today is more 
important than the discount rate of the Bank of England.” The author 
believes that the almost involuntary economic aggressiveness of this 
country will either lead to a conflict between the two nations or to a 
constructive co-operation, thus establishing a bloc with world-leader- 
ship. The point of gravity of the English Empire might well shift to 
New York, thereby fulfilling an old prophecy of Adam Smith. If a 
scheme of this kind could become a reality without bloodshed as an 
overture, the twentieth century might really see a transition to the 
utopia of peace among the civilized nations. 


Rosert M. WEIDENHAMMER 
UNIVERSITY OF MINNESOTA 
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Robots or Men? A French Workman’s Experience in American 
Industry. By H. Dusrevutt. (Translated from the French by 
F. and M. Merritt.) New York: Harper & Brothers, 1930. 
Pp. xi+-248. $3.00. 

M. Dubreuil, unlike many of his fellow-countrymen who have looked 
at American industrial life, is favorably impressed. At times he is en- 
thusiastic—for example, with respect to the progress of scientific man- 
agement and “Ford methods.” Consequently one is not surprised to 
learn that the book was translated under the auspices of the Taylor 
Society. The author’s stamp of approval is the more striking in view 
of the fact that he is a “genuine French workman,” a skilled machinist, 
and a trade-union official of Socialist convictions. The present book 
represents observations and evaluations made during a year of work 
in American industrial establishments, including Ford’s. 

In a lively and informal record of experiences and impressions, M. 
Dubreuil touches upon a thousand features of workshop affairs, social 
conditions, and working-class life—the persistence of rule-of-thumb 
practices amid efficiency methods, sanitary conditions in shops, the 
boastfulness of American workers, wage systems, baseball, the demo- 
cratic personal relations between management and men, technological 
unemployment, time study, the B. & O. shop committee, public li- 
braries, and tobacco chewing. 

But the wealth of detail is not allowed to hide the basic thought. 
The essential spirit of American industry is constant experiment and 
improvement, technical change and increased efficiency—and in the 
center of this picture stands the machine. Thus is a new industrial era 
emerging, with abundance of goods and leisure and with ever higher 
standards of living. This new industrial revolution need not make man 
a slave to the machine. In fact much that is said against the machine is 
idle talk. Intensity of work is reduced, not augmented, by the machine. 
“TI can declare unhesitatingly that one works harder in most of our 
shops than in those in America.” Moreover, not nearly all work be- 
comes routine; an immense amount of skilled work will continue to be 
needed. And even much repetitive work has interest and appeal for 
the worker. Nevertheless, the outstanding weakness of Taylorism was 
its failure to free “the inner forces contained in the worker’s soul.” 
Ford and Taylor “were only technicians, and fate made of them lead- 
ers of men.” 

In general, then, we should welcome scientific management with 
outstretched arms, but at the same time we must “concern ourselves 
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with the human relations which should be developed within this tech- 
nique.” “It must be recognized that joy has been crushed not by the 
machines but by men.” Unfortunately the author remains vague con- 
cerning the means by which the “inner forces” are to be liberated and 
joy restored—or introduced. His answer in general is: through giving 
the worker a voice in industrial affairs. More concretely, he pictures en- 
thusiastically the B. & O. plan as the practical American way of going 
after that industrial democracy concerning which his confréres con- 
tinue idealistically to orate. But there is no detailed analysis of the 
plan nor discussion of its limits and possibilities. Here, and through- 
out the book, the author is content to give his impressions. He has not 
attempted a scholarly treatise. 
ARTHUR W. KoRNHAUSER 
UntversitTy oF CHICAGO 


Efficiency and Scarcity Profits. By C. J. Foreman. Chicago: 

University of Chicago Press, 1930. Pp. xi+-343. $4.00. 

The thesis of this book, expressed on page 309, is that “the plane of 
competition should be preserved in American law and industry.” The 
author addresses himself to the task of discriminating between profits 
arising from efficiency and profits due to scarcity. The differentiz are 
suggested by the terms “earned” and “unearned.” Only those profits 
are earned that are constituent elements of cost. Thus on page 151 the 
author says, “It is therefore assumed here that, as efficiency profits are 
the remuneration for the service performed in bearing the entrepreneur 
function, any surplus above this amount received in the production of 
a particular product may be classified as an unearned profit.” 

The book, both in its style of exposition and in the underlying re- 
search, is a unique blend of two old types of scholarship—that prevalent 
among scholars in economic theory and that common among profes- 
sional students of law. It presents within a short compass the collected 
first fruits of many years of research and reflection. 

I can commend the book to the thoughtful consideration of scholars 
in economic theory. Beyond doubt the author has greatly expanded 
the horizon proper to that subject. Likewise I can urge the study of 
this work upon those professional students of law to whom the useful- 
ness and appropriateness of our system of law transcends in interest the 
mere content of the law. If remedial action of the kind contemplated 
by the author is ever to be taken, it is to legal scholars of this kind that 
we must look for guidance in the formulation of measures. 
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I am sure that neither economic theorists nor students of the law 
will find themselves in accord with the author of the book on all major 
questions. But I do expect that many men in both professions will re- 
call the fable of the blind men and the elephant, and will realize that a 
profession may be blind just as a man may be. Nor is it too much to 
hope that, each profession having discovered its special limits of vision, 
each will be the readier to entertain the notion that their common blind 
spots may exceed their joint fields of vision. 

Research in the new field disclosed by Foreman will furnish abun- 
dant occupation of a purely intellectual sort for many. But remedial ac- 
tion of the kind contemplated by him must wait upon the development 
of a quantitative analysis that has hardly begun to be made. The 
whole quantitative foundation for regulatory action is wanting. 

Two flaws in the book call for comment. Much of the included mat- 
ter is reprinted from articles in professional journals without bringing 
the references up to date. In some chapters this is a marked defect. I 
cannot doubt that had Foreman read, for example, Paton’s discussion 
of good will in Accounting Theory or Yang’s Goodwill and Other In- 
tangibles he would, before reprinting, have modified his chapters on 
that topic. Second, while the major portion of the book is clear, dis- 
passionate exposition, the introductory chapter is in the exhorter’s 
style. Fortunately, one can skip this first chapter without loss. 

Joun B. CANNING 
STANFORD UNIVERSITY 


Industrial Structure of New England. By CHareEs E. ARTMAN. 
Domestic Commerce Series, No. 28. Washington: U.S. De- 
partment of Commerce, 1930. Pp. xii-++- 591. 

New England, occupying only 2 per cent of the land surface of the 
United States but concentrating within its area a considerable part of 
the industry, commerce, wealth, and population of our country, is the 
subject of a three-volume study by the Department of Commerce. 
Volume I of this series, Jndustrial Structure of New England by Dr. 
Charles E. Artman, is a discussion of the productive activities and re- 
sources of the section; Volume II, an analysis of New England as a 
consuming market; Volume III, a market data handbook. The direc- 
tor of the Bureau of Foreign and Domestic Commerce, William L. 
Cooper, points out in the foreword: 

These three volumes give New England, for the first time, the common body 

of authentic factors about its agricultural, industrial, and commercial devel- 
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opment, and provide probably the most comprehensive study of the eco- 
nomic structure of New England yet undertaken. 


Volume I, in five parts, gives an economic panorama of New Eng- 
land’s territory, its climatic and physical conditions, its geographic 
situation, and its occupational and recreational advantages; its trans- 
portation, power, and fuel facilities affording opportunities for manu- 
facturing and traffic; its agriculture, fisheries, and forestry; its manu- 
factures; and its population and their characteristic features. The 
greater part of the volume is devoted to manufactures, concerning 
which the author has gathered a fund of valuable data through the co- 
operation of the New England Council and its member manufacturers. 
The comprehensive survey by Dr. Artman gives a fairly complete and 
representative picture of the six New England states as a whole— 
Maine, New Hampshire, Vermont, Massachusetts, Connecticut, and 
Rhode Island—and as a background sketches the reasons for the high 
degree of industrialization of New England and the place it occupies in 
the nation’s business. 

From over five thousand manufacturers and other sources, the au- 
thor has obtained information as to the history and development of the 
many industries in New England and as to forms of organization, man- 
ufacturing practices and methods, location of markets, sales and mar- 
keting, and prospective changes and improvements. Especially com- 
prehensive is the treatment of the three most important industrial 
groups—metal manufacturers, covering a large and varied list; tex- 
tiles, long the mainstay in New England’s industrial prosperity; and 
leather and leather products. Each group is discussed as a whole and 
then the major branches of each in turn are reviewed. 

Emphasis has been placed on the presentation of facts rather than 
on their interpretation, leaving a wide margin for the drawing of con- 
clusions. A few significant observations may be quickly sketched. In 
agriculture, New England is peculiar in that its products—primarily 
dairying and market garden crops—cater to nearby large consuming 
centers. In the face of a decrease of about 59 per cent in the improved 
acreage of this region during the past fifty years—in contrast to a 
doubling for the entire United States—the agricultural production has 
increased through specialization, selection, and increased efficiency, ag- 
riculture thus holding today a more important position in New England 
than it has in the past. The forest area has for some time increased at 
the expense of lands formerly cultivated. Fisheries, relatively less im- 
portant than formerly, owing chiefly to the more rapid development of 
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other lines of industries, have witnessed changes in merchandising 
which promise to revolutionize the fish trade. New England, the cradle 
of America’s industrial development, was the seat of most of the na- 
tion’s manufactures and of many processes and products of national 
importance. Here factory methods were early applied to production, 
giving this region leadership in the manufacture of textiles and foot- 
wear. Although New England has been passing through a period of 
drastic adjustment with accompanying depression in some major lines, 
the region holds a commanding position in many products of manu- 
facture, still ranking high in the finer grades of metal manufacture and 
in footwear production. In textiles for decades the industry was con- 
centrated in New England, especially cotton manufacture. Adaptation 
to new industrial conditions has in recent years brought about a 
marked improvement in industrial conditions in New England, espe- 
cially since 1927. 

The volume is replete with instructive charts and maps. The trends 
and development of the various agricultural and industrial groups are 
effectively and succinctly presented, as are also the stages through 
which the industries have passed. This adds perspective to this inter- 
esting volume and compensates for the fact that much of the informa- 
tion was obtained prior to 1927 when many of New England’s indus- 
tries were at a low ebb. 

Into the 591 pages of his book, Dr. Artman has crowded rich and 
substantive material, well supported by statistics effectively marshaled. 
Such a compendium should prove a valuable source book of economic 
and statistical material for use in university courses in applied eco- 
nomics and for general reference by business men and research organ- 
izations. 

A. M. Fox 


Wasurncton, D.C. 


Making the Fascist State. By HERBERT W. SCHNEIDER. New 
York: Oxford University Press, 1928. Pp. v-+392. $5.00. 
This volume was prepared as a result of studies made by Professor 

Schneider when he was a Fellow of the National Social Science Re- 

search Council. It presents the best available review of the back- 

ground of the Fascist political philosophy and its development in re- 
cent years. Of special interest and value are chapters iii and iv, dealing 
with the “Fascist State” and “Syndicalism and the Corporate State.” 

Professor Schneider’s intimate familiarity with the history of philoso- 
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phy makes it possible for him to provide an interpretation of Fascist 
political thinking quite beyond the reach of most students of the sub- 
ject. He has not been influenced by either Fascist or anti-Fascist 
propaganda and has been able to present an objective view of the 
whole situation. 

The Appendix to the volume contains some hundred pages of selec- 
tions from Fascist literature and documents of Fascist history. These 
serve admirably the purpose of illustrating more fully some of the 
points made in the course of the text. 

This volume, taken together with the companion study by Schnei- 
der and Clough, Making Fascists, constitutes a very valuable source 
of information on the philosophical and political trends of the Fascist 
movement. These books are invaluable for anyone who wishes to study 
the philosophical origins and implications of the political theory of 
Fascism. 

CuHar.Les E. MERRIAM 
University OF CHICAGO 





ERRATA TO G. C. EVANS’ MATHEMATICAL 
INTRODUCTION TO ECONOMICS 


Professor Harold Hotelling, whose review of this book appears on 
page 107, has received from Professor Evans the following list of errata 
with the request that it be published in connection with the review. 
Since the Journal was already in press, it has been necessary to print 
this separately. 

P. 6. Line after (7), the second “that” should be “than.” 

P. Last line, after P insert: “(See Fig. 9).” 

P, 12. Last sentence of first paragraph of Exercise 11 should read: “Show 
that if an advantage of profit is possible with a given expense of ad- 
vertising z, it will be increased disproportionately by increasing that 


expense.” 
1 (4{a) + (4) 
a (4) should be n °2 4") 


. Exercise 3, last formula, ' 
xercise 3, last fo apo ae 


n n 
. Second equation before (6), dp+™ » > du, should be ndp+— » 2 du, . 


I I 
. In first of equations (8.1) the first fraction of the right-hand member 
should be preceded by a minus sign. 
. In equation (3), last term of first member, replace Am, by Am),. 
. In equation (14), Si(4, 4) should be Si(4, 2). 
In equation (15), Si(t, #) should be Si(é, #:). 
. In equation (12), r; should be 7. 
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